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INCOME TAX

Rev. Rul. 98-60, page 6.

REIT impermissible tenant service income. If a REIT
receives impermissible tenant service income of one percent
or less of its total income from a property, then only the
impermissible tenant service income fails to qualify as rents
from real property. If the impermissible tenant service
income exceeds one percent, then all income derived by the
REIT from that property fails to qualify as rents from real
property.

Rev. Rul. 98-61, page 8.

Interest rates; underpayments and overpayments. The
rate of interest determined under section 6621 of the Code
for the calendar quarter beginning January 1, 1999, will be
7 percent for overpayment (6 percent in the case of a cor-
poration), 7 percent for underpayments, and 9 percent for
large corporate underpayments. The rate of interest paid on
the portion of a corporate overpayment exceeding $10,000
is 4.5 percent.

Rev. Rul. 98-62, page 4.

LIFO; price indexes; department stores. The October
1998 Bureau of Labor Statistics price indexes are accepted
for use by department stores employing the retail inventory
and last-in, first-out inventory methods for valuing inventories
for tax years ended on, or with reference to, October 31,
1998.
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A list is given of organizations now classified as private foun-
dations.
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ADMINISTRATIVE

Rev. Proc. 98-60, page 16.

Methods of accounting; automatic consent. Proce-
dures are provided under which a taxpayer may obtain auto-
matic consent of the Commissioner to change certain meth-
ods of accounting.

Notice 98-61, page 13.

Innocent spouse equitable relief. Interim guidance is pro-
vided for taxpayers seeking equitable relief from federal tax
liability under section 6015(f) or 66(c) of the Code.

Notice 98-62, page 15.

The Service has the option of serving a continuous levy
under section 6331(h) of the Code, although no levies have
been served at this time. When such levies are served in the
future, procedures will require that they be identified as sec-
tion 6331(h) levies.

Notice 98-63, page 15.

Return preparers; identifying numbers. Individual in-
come tax return preparers are reminded that, until the Ser-
vice implements a system of providing alternative identifying
numbers, they must continue to provide their social security
numbers on returns and claims for refund prepared by them
to satisfy the identifying number requirement of section
6109 of the Code.

Announcement 98-113, page 48.

The printed version of Announcement 98-106, 1998-48
I.R.B. 9, relating to changes to codes for Roth IRAs on Form
1099-R, is corrected in its entirety.



The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to adminis-
ter the Internal Revenue Code. Tax policy for raising revenue
is determined by Congress.

With this in mind, it is the duty of the Service to carry out that
policy by correctly applying the laws enacted by Congress;
to determine the reasonable meaning of various Code provi-
sions in light of the Congressional purpose in enacting them;
and to perform this work in a fair and impartial manner, with
neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the Code. It
is the responsibility of each person in the Service, charged
with the duty of interpreting the law, to try to find the true
meaning of the statutory provision and not to adopt a
strained construction in the belief that he or she is “protect-
ing the revenue.” The revenue is properly protected only
when we ascertain and apply the true meaning of the statute.

and by applying the tax law with integrity and fairness to
all.

The Service also has the responsibility of applying and
administering the law in a reasonable, practical manner.
Issues should only be raised by examining officers when
they have merit, never arbitrarily or for trading purposes.
At the same time, the examining officer should never hesi-
tate to raise a meritorious issue. It is also important that
care be exercised not to raise an issue or to ask a court to
adopt a position inconsistent with an established Service
position.

Administration should be both reasonable and vigorous. It
should be conducted with as little delay as possible and
with great courtesy and considerateness. It should never
try to overreach, and should be reasonable within the
bounds of law and sound administration. It should, howev-
er, be vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax devices and
fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents of a permanent nature are consoli-
dated semiannually into Cumulative Bulletins, which are sold
on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury's Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemaking
and the disbarment and suspension list included in this part,
none of these announcements are consolidated in the Cumu-
lative Bulletins.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 162.—Trade or Section 197.—Amortization of Section 455.—Prepaid
Business Expenses Goodwill and Other Intangibles Subscription Income

What procedures must a lawyer, handling cases What procedures must a taxpayer use to obta#f CFR 1.455-6: Time and manner of making elec-
on a contingent fee basis, use to obtain automatautomatic consent of the Commissioner to changéon.
consent of the Commissioner to change its methdts method of accounting for amortization. See Rev. \what procedures must a taxpayer use to obtain
of accounting for advances paid to clients. See ReRroc. 98-60, page 16. automatic consent of the Commissioner to change
Proc. 98-60, page 16. its method of accounting for prepaid subscription in-

come. See Rev. Proc. 98-60, page 16.
Section 263.—Capital
Expenditures
26 CFR 1.263(a)-2: Examples of capital expenditureesS.eCtion 461.—General _RUIe for
26 CFR 1.165-2: Obsolescence of nondepreciable What procedures must a taxpayer use 1o obtai-,;axable Year of Deduction

roperty. .
property automatic consent of the Commissioner to changg6 CFR 1.461-4: Economic performance.
What procedures must a taxpayer use to obtajg method of accounting for package design costs. what procedures must a taxpayer use to obtain

Section 165.—Losses

automatic consent of the Commissioner to chang§ee Rev. Proc. 98-60, page 16. automatic consent of the Commissioner to change
its method of accounting for package design costs. its method of accounting. See Rev. Proc. 98-60,
See Rev. Proc. 98-60, page 16. page 16.

Section 263A.—Capitalization
and Inclusion in Inventory Costs _
Section 166.—Bad Debts of Certain Expenses Section 471.—General Rule for

26 CFR 1.263A-1: Uniform capitalization of costs. Inventories
What procedures must a taxpayer use to obtain , . . .
automatic consent of the Commissioner to change What procedures must a taxpayer use to obta#f CFR 1.471-1: Need for inventories.
from the § 585 reserve method of accounting to th_@utomart]lcdco?sent of the C(S)mml'?SS'O”:f to ggaré%% CFR 1.471-2: Valuation of inventories.
ifi i, ts method of accounting. See Rev. Proc. 98—
§ 166 specific charge-off method. See Rev. Prodt 9 %6 CER 1.471-3 Inventories at cost.

98-60, page 16. page 16. .
What procedures must a taxpayer use to obtain

automatic consent of the Commissioner to change
its method of accounting for certain cash discounts.
See Rev. Proc. 98-60, page 16.

Section 167.—Depreciation 26 CFR 1.263A-3: Rules relating to property
acquired for resale.

26 CFR 1.167(a)-11: Depreciation based on class

lives and asset depreciation ranges for property What procedures must a taxpayer use to obtain
placed in service after December 31, 1970. automatic consent of t_he Commissioner to chang§action 472.—Last-in, First-out
its method of accounting. See Rev. Proc. 98_6cihventories

26 CFR 1.167(e)-1: Change in method. page 16.

. 26 CFR 1.472-1: Last-in, first-out inventories.
What procedures must a taxpayer use to obtain .
automatic consent of the Commissioner to change€Ction 446.—General Rule for

its method of accounting for depreciation. See ReMethods of Accounting

Proc. 98-60, page 16. 26 CFR 1.446-1: General rule for methods of ac
counting.

LIFO; price indexes; department
stores. The October 1998 Bureau of
Labor Statistics price indexes are ac-

epted for use by department stores em-
What procedures must a taxpayer use to obtal% P y P

Section 168.—Accelerated Cost  automatic consent of the Commissioner to changdl0YiNg the retail inventory and last-in,
Recovery System its method of accounting for package design costfirst-out inventory methods for valuing

See Rev. Proc. 98-60, page 16. inventories for tax years ended on, or with

What procedures must a taxpayer use to obtain reference to, October 31, 1998.
automatic consent of the Commissioner to chang .
its method of accounting for depreciation. See Rew€Ction 451.—General Rule for

Proc. 98-60, page 16. Taxable Year of Inclusion Rev. Rul. 98-62

What procedures must a taxpayer use to obtain au- 1 he following Department Store Inven-
tomatic consent of the Commissioner to change it@ory Price Indexes for October 1998 were

Eecthn 17t4.EReseZI.';:h and ?:;&Ogn?frgfz‘;‘é":?%Jgrstgfe";‘;Ogﬁqgft’g 22raggf\‘/’i‘(‘je%sued by the Bureau of Labor Statistics.
Xperimental Expenaitures warranty contract. See Rev. Pr8660, page 16. 1he indexes are accepted by the Internal
26 CFR 1.174-1: Research and exprimental Revenue Service, under § 1.472-1(k) of
expenditures in general. the Income Tax Regulations and Rev.
Section 454.—O0bligations Proc. 86-46, 1986-2 C.B. 739, for appro-

26 CFR 1.174-3: Treatment as expenses. Issued at a Discount priate application to inventories of depart-

26 CFR 1.454-1: Obligations issued at a discount. ment stores employing the retail inven-

What procedures must a taxpayer use to obtal®ry and last-in, first-out inventory
What procedures must a taxpayer use to obtasutomatic consent of the Commissioner to changg;ethods for tax years ended on, or with

automatic consent of the Commissioner to changes method of accounting for the interest income o

its method of accounting for research and experBeries E or EE U.S. savings bonds. See Rev. Pr(l)Pceference to, October 31, 1998. .

mental expenditures. See Rev. Proc. 98-60, page B&—60, page 16. The Department Store Inventory Price

Indexes are prepared on a national basis

December 21, 1998 4 1998-51 I|.R.B.
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and include (a) 23 major groups of depargoods, and miscellaneous goods, and (c)apt for the following: candy, food,
ments, (b) three special combinations dftore total, which covers all departmentdiquor, tobacco, and contract departments
the major groups - soft goods, durabléncluding some not listed separately, ex-

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change

Groups Oct. Oct. from Oct.1997
1997 1998 to Oct. 1998
1. PieCe GOOOS . . ..ottt 534.5 548.9 2.7
2. Domesticsand Draperies. . . ...t 638.4 637.5 -0.1
3. Women’s and Children’s Shoes . . . .......... ... . ... ...... 672.2 679.2 1.0
4. Men's ShoesS. . .. ... 910.2 921.6 13
5. Infants’™Wear . . ... ... 615.5 640.2 4.0
6. Women'sUnderwear . . ...t 560.1 572.6 2.2
7. WOmMeN'S HOSIeIY. . . .ot e 301.6 308.9 2.4
8. Women'’s and Girls’ACCeSSOories . . ..., 541.7 551.6 1.8
9. Women'’s Outerwear and Girls’"Wear. . ..................... 431.3 423.5 -1.8
10. Men'sClothing. . . .. .. ... 625.3 620.1 -0.8
11. Men'sFurnishings .. ... ... . 601.0 607.8 1.1
12. Boys’ Clothing and Furnishings. .. ........... ... ... ..... 505.9 521.0 3.0
13, JeWelry . .o 995.5 982.7 -1.3
14, NOLIONS. . .. 844.4 757.6 -10.3
15. Toilet Articles and Drugs. . . ... .ot 916.4 946.4 3.3
16. Furnitureand Bedding. . .......... 666.2 673.7 1.1
17. Floor COVEINGS . . . v vttt e e e e 578.2 601.0 3.9
18. HOUSEBWAIES . . . o oottt 812.1 817.1 0.6
19. Major Appliances. . . . ... 243.3 238.3 -2.1
20. Radioand Television. . . ...t 74.5 70.6 -5.2
21. Recreationand Educatfon. . ................ ... 108.6 102.8 -5.3
22. Home Improvemems . . ......ooun it 132.7 129.5 2.4
23. AULO ACCESSOMBS. . . o\ ettt e et et 107.9 107.9 0.0
Groups 1—-15: SoftGoods . . ... ..o 610.1 612.7 0.4
Groups 16 — 20: Durable Goods .. ........ .. .. i 463.9 460.5 -0.7
Groups 21 —23: MisC. GOORS . ... ..o vt 111.6 107.3 -3.9
Store Total. .. ... 558.5 556.9 -0.3

1Absence of a minus sign before percentage change in this column signifies price increase.

2Indexes on a January 1986 = 100 base.

3The store total index covers all departments, including some not listed separately, except for the following: candypfotat, lig
bacco, and contract departments.
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DRAFTING INFORMATION automatic consent of the Commissioner to changef the Internal Revenue Code for services

its method of accounting for OID income. See ReVrendered by the REIT to one or more ten-
inci i roc. 98-60, page 16. . .
The principal author of this revenue® pag ants of a multi-tenant property, in what

ruling is Stan Michaels of the Office of situations will other amounts received by
ASSIStan.t Chief Counsel (!ncome TaX an%ection 1273.—Determination the REIT with respect to the property con-
Accquntmg). For further.mformatlon re- of Amount of Original Issue tinue to qualify as “rents from real prop-
ggrdmg this revenue ruling, contact MrDiscount erty” under § 856(d)?
Michaels on (202) 622-4970 (not a toll- o
free call). 26 CFR 1.1273-1: Definition of OID. FACTS

26 CFR 1.1273-2: Determination of issue price and

issue date. Situation 1
26 CFR 1.472-6: Change from LIFO inventory What procedures must a taxpayer use to obtain Y, a REIT that files its returns on a cal-
method. automatic consent of the Commissioner to change itgq5¢ year basis, owns a high-rise apart-

o method of accounting for certaite minimisoriginal - . -
26 CFR 1.472-8: Dollar value method of pricing  jssye discount. See Rev. Proc. 98-60, page 16. ment building, BuildingP. Building P

LIFO inventories. has 100 apartments, of which 95 are stan-
What_procedures must a taxp'ayx_er use to obtain dard, unfurnished apartments rented on an
automatic consent of the Commissioner to ChangSeCtIOI’l 1281.—Current annual basis. The remaining five apart-

from the LIFO method of accounting for all its LIFO . . .
inventory, or to change to an alternate LIFO invenlNClUSion in Income of Discount ments are guest apartments. A guest

tory method. See Rev. Proc. 98-60, page 16. on Certain Short-term apartment is a furnished apartment avail-
Obligations able for lease on a short-term basis to
What procedures must a taxpayer use to obta@uests of tenants. EmployeesYafender
Section 475.—Mark to Market automatic consent of the Commissioner to changgaid service in connection with the lease
Accounting Method for Dealers 'Stﬁor:fttgron? 8;@?@5:;”grf?ér”:tzrt‘zzt e obf guest apartmentsY also provides heat
in Securities short-term loans of cash method banks in th@nd light to all of the tenants in Building

Eighth Circuit. See Rev. Pro88-60, page 16. P. Ydoes not render any other services to

What procedures must a taxpayer use to obtain h f Buildi .
automatic consent of the Commissioner to change the tenants of Building or engage in any

its method of accounting for certain mark to market other activity at BuildingP that could
|tems{(ér dealers in securities. See Rev. Proc. 98-68ection 1363.—Effect of give rise to impermissible tenant service
page 25 Election on Corporation income.

_For 1998,Y derives a total of $1,080
What procedures must a taxpayer use to obta

automatic consent of the Commissioner to changd@m all the tenants of Building, of

Section 481.—Adjustments its method of accounting. See Rev. Preg-60, which $9& is from visitors who rented

Required by Change_s In page 16. guest apartments. Of the $9feceived
Methods of Accounting from tenants of the guest apartments, the
] ] amount received with respect to maid ser-
26 CFR 1.481-1: Adjustments in general. Section 856.—Definition of Real  yjce is $&, which is greater than 150 per-
26 CFR 1.481-4: Adjustments taken into account EState Investment Trust cent of the direct costs &f in rendering
with consent. the service. Of the $1,00@eceived from
What procedures must a taxpayer use to Obta'ﬁ?/ecsfnfelﬁ?frﬁ;tl: Definition of a real estate all the tenants, the amount paid Ydor
stomaic consent o e Conmisorer o e neat and ight = $16052X o each urit
page 16. REIT impermissible tenant service including the guest units), which also is

income.|f a REIT receives impermissible greater than 150 percent of the direct
tenant service income equal to or less th&®sts ofY for providing heat and light.

Section 585.—Reserves for one percent of its total income from ar’he amount of rent attributable to per-
Losses on Loans of Banks property, then only the impermissible tensonal property leased in connection with

ant service income fails to qualify as rentéhe rental of each guest apartment in

What procedures must a taxpayer use to obtal . . HRE
automaticr:) consent of the Comn?is)s/ioner to changﬂom real property. If the |mperm|SS|bIeBU||d|ﬂg P for 1998 does not exceed 15

from the § 585 reserve method of accounting to thEenant service income exceeds one pepercent of the total rent for such apart-
§ 166 specific charge-off method. See Rev. Progent, then all income derived by the REITMent attributable to both the real property

98-60, page 16. from that property fails to qualify as rentsand the personal property as provided in

from real property. § 856(d)(1).
Section 1272.—Current Rev. Rul. 98-60 Situation 2 .
Inclusion in Income of Original The facts are the same as thos8itn-
Issue Discount ISSUE ation 1except thaty derives $118 from
visitors who rented guest apartments. Of
26 CFR 1.1272-1: Current inclusion of OID in If a real estate investment trust (REITthe $11& received from tenants of the

income. receives “impermissible tenant service inguest apartments, the amount received

What procedures must a taxpayer use to obtaome” within the meaning of § 856(d)(7)with respect to maid service is $4,1

December 21, 1998 6 1998-51 I|.R.B.



which is greater than 150 percent of thtncome Tax Regulations provides, howless than 150 percent of the direct cost of
direct costs of in rendering the service. ever, that payments for the occupancy dhe REIT in furnishing or rendering the

space where services are also renderedgervice (or providing the management or
LAWAND ANALYSIS the occupant are not rents from real progperation).

For an entity to qualify as a REIT, therty. Generally, services are considered Section 856(d)(7)(B) provides that, if
entity must derive at least 95 percent of jt€ndered to the occupant if they are prithe amount of impermissible tenant ser-
gross income from certain sources gdnarily for the occupant’s conveniencevice income with respect to a property for
scribed in § 856(c)(2) and at least 75 pefnd are other than those usually or cusny taxable year exceeds one percent of
cent of its gross income from certajrfomarily rendered in connection with theall amounts received or accrued during
sources described in § 856(c)(3). Reni€ntal of space for occupancy quysuch taxablle year directly or indirectly by
from real property are among the sourcéé”def 8 1.5_12(_b)—_1(c)(5), the provisiorthe REIT with respect to the property, the
described in both § 856(c)(2) and®f maid service is given as an example ampermissible tenant service income of
§ 856(C)(3). a service that is considered rendered tbhe REIT with respect to the property in-

Section 856(d)(1) provides that rentdhe occupant. Maid service provided byludes all such amounts.
from real property include (subject to thén employee of a REIT is, therefore, an In Situation 1 the $& attributable to
exclusions in § 856(d)(2)): (i) rents fromimpermissible tenant service that giveshe impermissible tenant services ren-
interests in real property, (i) charges fofise to impermissible tenant service indered to tenants of the guest apartments is
services customarily furnished or renfome under § 856(d)(7). Converselyimpermissible tenant service income
dered in connection with the rental of reaynder § 1.512(b)-1(c)(5), the provision ofvithin the meaning of § 856(d)(7). Thus,
property (whether or not the charges ardeat and light is given as an example of pursuant to § 856(d)(2)(C), the Xbenils
separately stated), and (iii) rent attributservice that is not considered rendered to qualify as rents from real property. Be-
able to personal property that is leasee occupant. Accordingly, the provisioncause the provision of heat and light is a
under, or in connection with, a lease off heat and light by a REIT is a permissipermissible tenant service, no amount at-
real property, but only if the rent attribut-ble tenant service. tributable to this service (including
able to the personal property for the tax- Section 1.512(b)-1(c)(5) taints all pay-amounts paid by tenants of the guest
able year does not exceed 15 percent Bfents received under a lease as other thanits) is treated as impermissible tenant
the total rent for the year attributable tdents from real property where any imperservice income in applying the one per-
both the real and personal property leaséissible tenant service is provided to theentde minimisrule. The $9 of imper-
under, or in connection with, the lease. tenant. Accordingly, a strict applicationmissible tenant service income received

Section 856(d)(2)(C) (as modified byof § 1.512(b)-1(c) in the context ofby Y from Building P for 1998 does not
the Taxpayer Relief Act of 1997) excludeg 856(d)(7)(C)(ii) could cause all tenaniexceed one percent of the $1,80@-
from the definition of rents from real service income (that is, service incomeeived or accrued directly or indirectly by
property any impermissible tenant servicend income from management and opera-with respect to Buildind®. Therefore,
income as defined in § 856(d)(7). Sectiotions) derived under a lease to fail to quakhe rendering of impermissible tenant ser-
856(d)(7)(A) provides that impermissibleify for this exception where any imper-vices to tenants of the guest apartments
tenant service income means, with respegtissible tenant service is rendered to thgéoes not prevent otherwise qualifying
to any real or personal property, anyenant. However, the legislative historyamounts received byfrom the tenants of
amount received or accrued directly or indiscussing § 856(d)(7) indicates that onlyBuilding P (including tenants of the guest
directly by a REIT for furnishing or ren- income attributable to impermissible tenapartments) from qualifying as rents from
dering services to the tenants of the prognt services should be treated as impereal property under § 856(d), and the total
erty or managing or operating thenissible tenant service income after thenpermissible tenant service income re-
property. application of § 856(d)(7)(C)(ii) (unlessceived with respect to Building is $.

Section 856(d)(7)(C)(i) excludes from8& 856(d)(7)(B) applies). H.R. Conf. Rep. In Situation 2 the $1X attributable to
impermissible tenant service incomeéNo. 105-220, 105th Cong., 1st Sess. 696e impermissible tenant services ren-
amounts received for services furnishefl997) (“The value of thémpermissible dered to tenants of the guest apartments is
or rendered, or management or operaticggervicesmay not exceed one percent ofmpermissible tenant service income
provided, through an independent conthe gross income from the property” (emwithin the meaning of § 856(d)(7). The
tractor from whom the REIT itself doesphasis added)). Accordingly, unde$11lx of impermissible tenant service in-
not derive or receive any income. § 856(d)(7)(C)(ii), an amount attributablecome received by from Building P for

Section 856(d)(7)(C)(ii) excludes fromto a service or activity is excluded from1998 exceeds one percent of the $1x000
the definition of impermissible tenant serimpermissible tenant service income unreceived or accrued directly or indirectly
vice income any amount that would bdess the service or activity to which thaby Y with respect to Buildind®. There-
excluded from unrelated business taxab@mount relates would cause the relatefre, all $1,008 derived byY from Build-
income (UBTI) under § 512(b)(3) if re-rents to be treated as UBTI if received byng P is impermissible tenant service in-
ceived by an organization described imn organization described in 8 511(a)(2).come that, pursuant to § 856(d)(2)(C),
§ 511(a)(2). Section 512(b)(3)(A)(i)) ex- Section 856(d)(7)(D) provides that thefails to qualify as rents from real property.
cludes rents from real property fromamount treated as received for any service Rev. Rul. 72-353, 1972-2 C.B. 413, il-
UBTI. Section 1.512(b)-1(c)(5) of the(or management or operation) must not blestrates how § 856(d)(2)(A), which ex-

1998-51 I|.R.B. 7 December 21, 1998



cludes rents derived under net profiDRAFTING INFORMATION Section 6621(b)(1) provides that the
leases from the definition of rents from o . Secretary will determine the federal short-
real property, is applied in a multiple ten- | "€ Principal author of this revenueyg m rate for the first month in each calen-
ant situation. In Rev. Rul. 72-353, duling is Eric E. Boody of the Office of 4o quarter.
REIT leased office space in a building td‘SSistant Chief Counsel (Financial Insti- - g ion 6621(b)(2)(A) provides that the
10 different tenants under separate Ieaségt'qns and Pr_oduct_s). For furth(_ar InforTederal short-term rate determined under
Nine of the leases provided for a fixed—matIon regarding this revenue ruling cong 6621(b)(1) for any month applies during
sum rental. The tenth lease, howeveI’aCt Mr. Boody on (202) 622-3960 (not &nhe first calendar quarter beginning after
provided for a rental based on a percen@”'free call). such month.
age of the tenant’s net profits. Rev. Rul. Section 6621(b)(2)(B) provides that in
72-353 holds that the payments by th determining the addition to tax under 8
tenth tenant to the REIT, which do no 6654 for failure to pay estimated tax for
qualify as rents from real property, do noff Interest Rate any taxable year, the federal short-term
prevent amounts paid to the REIT by theg ~rp 301 6621-1: Interest rate. rate that applies during the third month
other tenants of the office building that following such taxable year also applies
otherwise qualified as rents from real Interest rates; underpayments and during the first 15 days of the fourth
property from so qualifying. overpayments.The rate of interest deter-month following such taxable year.
Section 856(d)(7)(B) allows a REIT tomined under section 6621 of the Code for Section 6621(b)(3) provides that the
provide a limited amount of impermissi-the calendar quarter beginning January fgderal short-term rate for any month is
ble tenant services with respect to propt999, will be 7 percent for overpaymenthe federal short-term rate determined
erty without causing all of the income(6 percent in the case of a corporationyjuring such month by the Secretary in ac-
from the property to fail to qualify as7 percent for underpayments, and 9 pecordance with § 1274(d), rounded to the
rents from real property. In the case ogent for large corporate underpaymentsiearest full percent (or, if a multiple of
many of the services that Congress infhe rate of interest paid on the portion o1/2 of 1 percent, the rate is increased to
tended to cover, it would be very difficultd corporate overpayment exceedinthe next highest full percent).

ection 6621.— Determination

to allocate the services to particular ten$10,000 is 4.5 percent. Notice 88-59, 1988— C.B. 546, an-
ants. Consistent with this intent, nounced that, in determining the quarterly
§ 856(d)(7)(B) expressly applies on &teV- Rul. 98-61 interest rates to be used for overpayments

property-by-property basis. Conse- Section 6621 of the Internal Revenu@nd underpayments of tax under § 6621,
quently, the one-percent limitation in thaCode establishes the rates for interest ¢h€ Internal Revenue Service will use the
section is applied to aggregate amountsx overpayments and tax underpaymentiederal short-term rate based on daily
received with respect to a property. Under § 6621(a)(1), the overpayment ratgompounding because that rate is most
Rev. Rul. 72-353, which makes a debeginning January 1, 1999, is the sum ¢fonsistent with § 6621 which, pursuant to
termination under § 856(d)(2)(A) on athe federal short-term rate plus 3 perceng 6622, is subject to daily compounding.
lease-by-lease basis, is distinguishabl@ge points (2 percentage points in the caseRounded to the nearest full percent, the
Section 856(d)(2)(A) relates to contingenof a corporation), except the rate for théederal short- term rate based on daily
rents determined by reference to any peportion of a corporate overpayment of tag¢ompounding determined during the
son’s income or profits derived from aexceeding $10,000 for a taxable period igonth of October 1998 is 4 percent. Ac-
property. In contrast to amounts allocabléhe sum of the federal short-term rate plugordingly, an overpayment rate of 7 per-
to tenant services, the presence or abserfs of a percentage point for interest coneent (6 percent in the case of a corpora-
of contingent rents can be determined oputations made after December 31, 1994ion) and an underpayment rate of 7

a lease-by-lease basis in all cases. Under § 6621(a)(2), the underpaymengercent are established for the calendar
rate is the sum of the federal short-terrauarter beginning January 1, 1999. The
HOLDING rate plus 3 percentage points. overpayment rate for the portion of a cor-

Section 6621(c) provides that for purforate overpayment exceeding $10,000
oses of interest payable under § 6601 dar the calendar quarter beginning Janu-
ny large corporate underpayment, thary 1, 1999, is 4.5 percent. The underpay-
derpayment rate under § 6621(a)(2) iment rate for large corporate underpay-
termined by substituting “5 percentageents for the calendar quarter beginning
points” for “3 percentage points.” See 8anuary 1, 1999, is 9 percent. These rates
6621(c) and § 301.6621-3 of the Regulapply to amounts bearing interest during
tions on Procedure and Administration fothat calendar quarter.
the definition of a large corporate under- The 7 percent rate also applies to esti-

(1) InSituation 1,0nly the $% attrib-
utable to the impermissible tenant serr-)
vices rendered to tenants of the gues
apartments fails to qualify as rents frorq]I e
real property.

(2) In Situation 2,all $1,00& of in-
come derived from Building P fails to
qualify as rents from real property.

EFFECT ON OTHER REVENUE payment and for the rules for determiningnated tax underpayments for the first cal-

RULINGS the applicable date. Section 6621(c) anendar quarter in 1999 and for the first 15
§ 301.6621-3 are generally effective fodays in April 1999.

Rev. Rul. 72-353 is distinguished. periods after December 31, 1990. Interest factors for daily compound in-
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terest for annual rates of 7 percent, 6 pedaily pursuant to 8 6622 that apply foruling is Raymond Bailey of the Office of
cent, 4.5 percent, and 9 percent are puprior periods are set forth in the tables adssistant Chief Counsel (Income Tax and

lished in Tables 19, 17, 14, and 23 of Rewompanying this revenue ruling. Accounting). For further information re-
Proc. 95-7, 1995-1 C.B. 556, 573, 571D garding this revenue ruling, contact Mr.
568, and 577. RAFTING INFORMATION Bailey on (202) 622-6226 (not a toll-free

Annual interest rates to be compounded 1o principal author of this revenuecall)-

TABLE OF INTEREST RATES
PERIODS BEFORE JUL. 1, 1975 — PERIODS ENDING DEC. 31, 1986
OVERPAYMENTS AND UNDERPAYMENTS
In 1995-1 C.B.
PERIOD RATE DAILY RATE TABLE
Before Jul. 1, 1975 6% Table 2, pg. 557
Jul. 1, 1975—Jan. 31, 1976 9% Table 4, pg. 559
Feb. 1, 1976—Jan. 31, 1978 7% Table 3, pg. 558
Feb. 1, 1978—Jan. 31, 1980 6% Table 2, pg. 557
Feb. 1, 1980—Jan. 31, 1982 12% Table 5, pg. 560
Feb. 1, 1982—Dec. 31, 1982 20% Table 6, pg. 560
Jan. 1, 1983—Jun. 30, 1983 16% Table 37, pg. 591
Jul. 1, 1983—Dec. 31, 1983 11% Table 27, pg. 581
Jan. 1, 1984—Jun. 30, 1984 11% Table 75, pg. 629
Jul. 1, 1984—Dec. 31, 1984 11% Table 75, pg. 629
Jan. 1, 1985—Jun. 30, 1985 13% Table 31, pg. 585
Jul. 1, 1985—Dec. 31, 1985 11% Table 27, pg. 581
Jan. 1, 1986—Jun. 30, 1986 10% Table 25 pg. 579
Jul. 1, 1986—0Dec. 31, 1986 9% Table 23, pg. 577
TABLE OF INTEREST RATES
FROM JAN. 1, 1987 — Dec. 31, 1998
OVERPAYMENTS UNDERPAYMENTS
1995-1 C.B. 1995-1 C.B.
RATE TABLE PG RATE TABLE PG

Jan. 1, 1987—Mar. 31, 1987 8% 21 575 9% 23 577
Apr. 1, 1987—Jun. 30, 1987 8% 21 575 9% 23 577
Jul. 1, 1987—Sep. 30, 1987 8% 21 575 9% 23 577
Oct. 1, 1987—Dec. 31, 1987 9% 23 577 10% 25 579
Jan. 1, 1988—Mar. 31, 1988 10% 73 627 11% 75 629
Apr. 1, 1988—Jun. 30, 1988 9% 71 625 10% 73 627
Jul. 1, 1988—Sep. 30, 1988 9% 71 625 10% 73 627
Oct. 1, 1988—Dec. 31, 1988 10% 73 627 11% 75 629
Jan. 1, 1989—Mar. 31, 1989 10% 25 579 11% 27 581
Apr. 1, 1989—Jun. 30, 1989 11% 27 581 12% 29 583
Jul. 1, 1989—Sep. 30, 1989 11% 27 581 12% 29 583
Oct. 1, 1989—Dec. 31, 1989 10% 25 579 11% 27 581
Jan. 1, 1990—Mar. 31, 1990 10% 25 579 11% 27 581
Apr. 1, 1990—Jun. 30, 1990 10% 25 579 11% 27 581
Jul. 1, 1990—Sep. 30, 1990 10% 25 579 11% 27 581
Oct. 1, 1990—Dec. 31, 1990 10% 25 579 11% 27 581
Jan. 1, 1991—Mar. 31, 1991 10% 25 579 11% 27 581
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TABLE OF INTEREST RATES (Continued)
FROM JAN. 1, 1987 — Dec. 31, 1998

OVERPAYMENTS UNDERPAYMENTS
1995-1 C.B. 1995-1 C.B.
RATE TABLE PG RATE TABLE PG
Apr. 1, 1991—Jun. 30, 1991 9% 23 577 10% 25 579
Jul. 1, 1991—Sep. 30, 1991 9% 23 577 10% 25 579
Oct. 1, 1991—0Dec. 31, 1991 9% 23 577 10% 25 579
Jan. 1, 1992—Mar. 31, 1992 8% 69 623 9% 71 625
Apr. 1, 1992—Jun. 30, 1992 7% 67 621 8% 69 623
Jul. 1, 1992—Sep. 30, 1992 7% 67 621 8% 69 623
Oct. 1, 1992—0Dec. 31, 1992 6% 65 619 % 67 621
Jan. 1, 1993—Mar. 31, 1993 6% 17 571 7% 19 573
Apr. 1, 1993—Jun. 30, 1993 6% 17 571 7% 19 573
Jul. 1, 1993—Sep. 30, 1993 6% 17 571 7% 19 573
Oct. 1, 1993—0Dec. 31, 1993 6% 17 571 % 19 573
Jan. 1, 1994—Mar. 31, 1994 6% 17 571 7% 19 573
Apr. 1, 1994—Jun. 30, 1994 6% 17 571 7% 19 573
Jul. 1, 1994—Sep. 30, 1994 7% 19 573 8% 21 575
Oct. 1, 1994—0Dec. 31, 1994 8% 21 575 9% 23 577
Jan. 1, 1995—Mar. 31, 1995 8% 21 575 9% 23 577
Apr. 1, 1995—Jun. 30, 1995 9% 23 577 10% 25 579
Jul. 1, 1995—Sep. 30, 1995 8% 21 575 9% 23 577
Oct. 1, 1995—0Dec. 31, 1995 8% 21 575 9% 23 577
Jan. 1, 1996—Mar. 31, 1996 8% 69 623 9% 71 625
Apr. 1, 1996—Jun. 30, 1996 % 67 621 8% 69 623
Jul. 1, 1996—Sep. 30, 1996 8% 69 623 9% 71 625
Oct. 1, 1996—Dec. 31, 1996 8% 69 623 9% 71 625
Jan. 1, 1997—Mar. 31, 1997 8% 21 575 9% 23 577
Apr. 1, 1997—Jun. 30, 1997 8% 21 575 9% 23 577
Jul. 1, 1997—Sep. 30, 1997 8% 21 575 9% 23 577
Oct. 1, 1997—0Dec. 31, 1997 8% 21 575 9% 23 577
Jan. 1, 1998—Mar. 31, 1998 8% 21 575 9% 23 577
Apr. 1, 1998—Jun. 30, 1998 % 19 573 8% 21 575
Jul. 1, 1998—Sep. 30, 1998 7% 19 573 8% 21 575
Oct. 1, 1998—Dec. 31, 1998 7% 19 573 8% 21 575

TABLE OF INTEREST RATES
FROM JANUARY 1, 1999 — PRESENT
NONCORPORATE OVERPAYMENTS AND UNDERPAYMENTS

1995-1 C.B.
RATE TABLE PAGE
Jan. 1, 1999—Mar. 31, 1999 7% 19 573
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TABLE OF INTEREST RATES

FROM JANUARY. 1, 1999 — PRESENT
CORPORATE OVERPAYMENTS AND UNDERPAYMENTS

OVERPAYMENTS ‘ UNDERPAYMENTS

1995-1 C.B. 1995-1 C.B.
RATE TABLE PG RATE TABLE PG

Jan. 1, 1999—Mar. 31, 1999 6% 17 571 17% 19 573

TABLE OF INTEREST RATES FOR LARGE CORPORATE UNDERPAYMENTS
FROM JANUARY 1, 1991 — PRESENT

1995-1 C.B.
RATE TABLE PG
Jan. 1, 1991—Mar. 31, 1991 13% 31 585
Apr. 1, 1991—Jun. 30, 1991 12% 29 583
Jul. 1, 1991—Sep. 30, 1991 12% 29 583
Oct. 1, 1991—0Dec. 31, 1991 12% 29 583
Jan. 1, 1992—Mar. 31, 1992 11% 75 629
Apr. 1, 1992—Jun. 30, 1992 10% 73 627
Jul. 1, 1992—Sep. 30, 1992 10% 73 627
Oct. 1, 1992—Dec. 31, 1992 9% 71 625
Jan. 1, 1993—Mar. 31, 1993 9% 23 577
Apr. 1, 1993—Jun. 30, 1993 9% 23 577
Jul. 1, 1993—Sep. 30, 1993 9% 23 577
Oct. 1, 1993—Dec. 31, 1993 9% 23 577
Jan. 1, 1994—Mar. 31, 1994 9% 23 577
Apr. 1, 1994—Jun. 30, 1994 9% 23 577
Jul. 1, 1994—Sep. 30, 1994 10% 25 579
Oct. 1, 1994—0Dec. 31, 1994 11% 27 581
Jan. 1, 1995—Mar. 31, 1995 11% 27 581
Apr. 1, 1995—Jun. 30, 1995 12% 29 583
Jul. 1, 1995—Sep. 30, 1995 11% 27 581
Oct. 1, 1995—0Dec. 31, 1995 11% 27 581
Jan. 1, 1996—Mar. 31, 1996 11% 75 629
Apr. 1, 1996—Jun. 30, 1996 10% 73 627
Jul. 1, 1996—Sep. 30, 1996 11% 75 629
Oct. 1, 1996—Dec. 31, 1996 11% 75 629
Jan. 1, 1997—Mar. 31, 1997 11% 27 581
Apr. 1, 1997—Jun. 30, 1997 11% 27 581
Jul. 1, 1997—Sep. 30, 1997 11% 27 581
Oct. 1, 1997—0Dec. 31, 1997 11% 27 581
Jan. 1, 1998—Mar. 31, 1998 11% 27 581
Apr. 1, 1998—Jun. 30, 1998 10% 25 579
Jul. 1, 1998—Sep. 30, 1998 10% 25 579
Oct. 1, 1998—Dec. 31, 1998 10% 25 579
Jan. 1, 1999—Mar. 31, 1999 9% 23 577
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TABLE OF INTEREST RATES FOR CORPORATE
OVERPAYMENTS EXCEEDING $10,000

FROM JANUARY 1, 1995 — PRESENT

1995-1 C.B.
RATE TABLE PG
Jan. 1, 1995—Mar. 31, 1995 6.5% 18 572
Apr. 1, 1995—Jun. 30, 1995 7.5% 20 574
Jul. 1, 1995—Sep. 30, 1995 6.5% 18 572
Oct. 1, 1995—Dec. 31, 1995 6.5% 18 572
Jan. 1, 1996—Mar. 31, 1996 6.5% 66 620
Apr. 1, 1996—Jun. 30, 1996 5.5% 64 618
Jul. 1, 1996—Sep. 30, 1996 6.5% 66 620
Oct. 1, 1996—Dec. 31, 1996 6.5% 66 620
Jan. 1, 1997—Mar. 31, 1997 6.5% 18 572
Apr. 1, 1997—Jun. 30, 1997 6.5% 18 572
Jul. 1, 1997—Sep. 30, 1997 6.5% 18 572
Oct. 1, 1997—Dec. 31, 1997 6.5% 18 572
Jan. 1, 1998—Mar. 31, 1998 6.5% 18 572
Apr. 1, 1998—Jun. 30, 1998 5.5% 16 570
Jul. 1. 1998—Sep. 30, 1998 5.5% 16 570
Oct. 1, 1998—Dec. 31, 1998 5.5% 16 570
Jan. 1, 1999—Mar. 31, 1999 4.5% 14 568
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Part Ill. Administrative, Procedural, and Miscellaneous

Interim Guidance for Equitable individual if the following five conditions dividual is not jointly and severally liable
Relief From Joint and Several are met: (1) a joint return was made; (2or liabilities arising from such a return
Liability there was an understatement of tax attriland, therefore, § 6015 does not apply.
utable to erroneous items of the individ- .05 Under both 88 6015(b) and
Notice 98-61 ual's spouse; (3) in signing the return, thé015(c), relief is limited to relief from lia-

individual did not know, and had no reability for proposed or assessed deficien-
son to know, that there was an understateies. Neither § 6015(b) nor § 6015(c) au-
ment of tax; (4) taking into account all thethorizes relief from liabilities that were
The Treasury Department and the Intefacts and circumstances, it is inequitablgroperly reported on the return but not
nal Revenue Service are in the process f hold the individual liable for the defi- paid. However, equitable relief under
developing guidance for taxpayers seekeiency in tax; and (5) the individual electss 6015(f) may be available for such liabil-
ing equitable relief from federal tax liabil-to apply for relief no later than two yearsties. The legislative history of the RRA
ity under § 6015(f) or 66(c) of the Internal@fter the date of the Service’s first collecindicates that Congress intended the Sec-
Revenue Code. This notice provides intion activity after July 22, 1998, with re-retary to exercise the equitable relief au-
terim guidance. The Treasury Departspect to the individual. If all five condi- thority under § 6015(f) when a spouse
ment and the Service also request conions would be met except for the fact thatgoes not know, and had no reason to
ments from the public to aid in thethe individual did not know and had noknow, that funds intended for the payment

SECTION 1. PURPOSE

development of final guidance. reason to know of only a portion of theof tax were instead taken by the other
deficiency, then the individual can bespoyse for such other spouse’s benefit.”
SECTION 2. BACKGROUND granted relief to the extent that the liabily R Conf. Rep. No. 599, 105th Cong., 2d
A | H bortion. '
01 Section 3201(a) of the Internal Rey|Y 1S attributable to such portion Sess. 254 (1998). Congress also intended

-03 Relief with respect to a deficiencysoy the Secretary to exercise the equitable
ocable to the other spouse will bgegjief quthority under § 6015(f) in other

anted to an individual under § 6015(C)jations where, “taking into account all
Stat.742 (RRA), enacted new 8§ 6015|f the following four conditions are met: {he facts and circumsgtances it is in-

which provides for relief In certain cit- () 4 joint return was made; (2) at the tiM@quitable to hold an individual liable for

cumstances from joint and several I|ab|I|t)fe”ef is elected, the individual is no o oart of any unpaid tax or deficiency

for taxt, mtlerestf, penalfuzs aln-d_ottr_\eronger married to, is legally separated,ising from a joint return.” House Conf.
amounts arising from a tederal JoInt N+, or has been living apart at all timeRep. No. 599 at 254

come tax return. (Any reference heregy ot jeast 12 months from his or her
inafter to “tax” includes interest, penalties;nose or former spouse; (3) the individSECTION 3. INTERIM GUIDANCE
and other amounts.) Sections 6015(b) angh| elects to apply for relief no later tharFOR EQUITABLE RELIEF UNDER

6015(c) specify two sets of circumstancegyg years after the date of the Service’SECTION 6015(f)
under which relief is available. In addi-j,st collection activity after July 22,

tion, where relief is not available under § 998 with respect to the individual; and This notice provides interim guidance
6015(b) or 6015(c), § 6015(f) authorizegy) the liability remains unpaid at the timef© taxpayers seeking equitable relief
the Secretary to grant relief if, taking intorg|ief s elected. Relief under § 6015(c) i¢nder § 6015(f) in three areas. First, sec-
account all the facts and circumstances, &,pject to several limitations. First, reliefion 3.01 of this notice provides threshold
is inequitable to hold a taxpayer liable foynder § 6015(c) is not available if assetgonditions that must be satisfied in order
any unpaid tax or any deficiency. SectioRyere transferred between the spouses & an individual to be considered for re-
3201(b) of RRA amended § 66(C) to ad%art of a fraudulent scheme. Second, if di’ﬁf under § 6015(f) Second, section 3.02
an equitable relief provision similar to Sindividual has actual knowledge that ar®f this notice sets forth the circumstances
6015(f). Section 66(c) applies to marriegtem on a return is incorrect, relief is noin which relief under § 6015(f) will ordi-
individuals with community property in- available to the extent any deficiency i$1arily be granted in the situation where an
come, and provides certain conditiongttributable to such item. Third, reliefindividual did not know, and had no rea-
under which an individual can be relievedyill only be available to the extent thatson to know, that funds intended for the
from separate return liability for items ofthe liability exceeds the value of any dispayment of tax were instead taken by the
community income attributable to his orqualified assets transferred to the individspouse for the spouse’s benefit. Third, for
her spouse. The enactment of 8 6015 ancl by the nonrequesting spouse. Sedl other requests for relief under
the amendment of § 66(c) are effectivg 6015(c)(4)(B). § 6015(f), and all requests for relief under
with respect to any liability for tax arising .04 Section 6015 provides for relief§ 66(c), section 3.03 of this notice pro-
after July 22, 1998, and any liability foronly from joint and several liabilities aris-vides a partial list of factors to be consid-
tax arising on or before July 22, 1998, thaihg from a joint return. If an individual ered in determining whether it would be
is unpaid on that date. signed a joint return involuntarily while inequitable to hold an individual liable for
.02 Under § 6015(b), relief with re-under duress, the signature is not valid deficiency or unpaid liability.
spect to a deficiency will be granted to aand a joint return was not made. The in- .01 Eligibility to be considered for eq-

enue Service Restructuring and ReforrgII
Act of 1998, Pub. L. No. 105-206, 112gr
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uitable relief. All the following threshold .02 Circumstances under which equi-this notice but who do not qualify for re-
conditions must be met for an individuatable relief will ordinarily be granted. lief under section 3.02 of this notice.
to be considered for relief under § 6015(ff he following are the circumstancesSuch individuals may qualify for relief
from liability for tax. These threshold under which equitable relief from tax lia-from tax liability for a taxable year under
conditions apply to all requests for relietility for a taxable year will ordinarily be § 6015(f) or 66(c) if, taking into account
under § 6015(f)i(e., those relating to lia- granted to an individual requesting reliell the facts and circumstances, it is in-
bilities for deficiencies and those relatingunder § 6015(f): equitable to hold the individual liable for
to liabilities that were properly reported (1) The liability reported on a joint the unpaid liability or deficiency. The fol-
on the return but not paid): return for such year was unpaid at théowing are partial lists of the positive and
(1) The individual made a joint re-time such return was filed; negative factors that will be taken into ac-
turn for the taxable year for which relief is (2) At the time relief is requested, thecount in determining whether to grant eg-
sought; individual is no longer married to, or isuitable relief under § 6015(f) or 66(c).
(2) Relief is not available to the indi-legally separated from, the spouse witfihe list is not intended to be exhaustive.
vidual under § 6015(b) or 6015(c); whom such individual filed the joint re- (1) Factors weighing in favor of re-
(3) The individual applies for relief turn to which the request for relief relatesljef:
no later than two years after the date of ther has at no time during the 12-month pe- (a) Marital status. The individ-
Service’s first collection activity after July riod ending on the date relief is requestedial requesting relief is separated (whether
22, 1998, with respect to the individual; been a member of the same household Egally separated or living apart) or di-
(4) Except as provided in the nexthe spouse with whom such joint returrvorced from the nonrequesting spouse;
sentence, the liability remains unpaid atvas filed,; (b) Hardship. The individual re-
the time relief is requested. An individual (3) At the time the return was filed,questing relief will suffer hardship if the
is eligible to be considered for relief in thehe individual did not know, and had norelief is not granted, even if such hardship
form of a refund of liabilities for: (a) reason to know, that the tax would not bdoes not constitute undue hardship within
amounts paid on or after July 22, 1998jaid. The individual must establish that ithe meaning of § 1.6161-1(b);
and on or before April 15, 1999; and (bwas reasonable for such individual to be- (c) Abuse. The individual re-
installment payments, made after July 22ieve that the nonrequesting spouse woulguesting relief was abused by his or her
1998, pursuant to an installment agregzay the reported liability. If an individual spouse (but such abuse did not amount to
ment entered into with the Service andvould otherwise qualify for relief underduress); and

with respect to which an individual is notsection 3.02 of this notice, except for the (d) Spouse’s legal obligation.
in default, that are made after the clainfiact that the individual did not know, andThe nonrequesting spouse has a legal
for relief is requested; had no reason to know, of only a portiorobligation pursuant to a divorce decree or

(5) No assets were transferred besf the unpaid liability, then the individual agreement to pay the liability.
tween the individuals filing the joint re- will be granted relief to the extent that the  (2) Factors weighing against relief:
turn as part of a fraudulent scheme bjiability is attributable to such portion; (a) Attribution. If any unpaid li-
such individuals; and ability or item giving rise to a deficiency

(6) There were no disqualified assets  (4) The individual would suffer is attributable to the individual requesting
transferred to the individual by the nonreundue hardship if relief from the liability relief, that is a factor weighing against re-
qguesting spouse. If there were disqualwere not granted. For this purpose, thikef from such unpaid liability or defi-
fied assets transferred to the individual byerm “undue hardship” has the meaningiency;
the nonrequesting spouse, relief will begiven to such term under § 1.6161-1(b) (b) Knowledge, or reason to
available only to the extent that the liabil-of the Income Tax Regulations. know. An individual’'s knowledge or rea-
ity exceeds the value of such disqualifiedRelief under section 3.02 of this notice ison to know of an unpaid liability or defi-
assets. For this purpose, the term “disubject to the following limitations: (a) if ciency is an extremely strong factor
gualified asset” has the meaning givethe return is or has been adjusted to refleateighing against relief. Nonetheless,

such term by § 6015(c)(4)(B); and an understatement of tax, relief will bewhen the factors in favor of equitable re-
(7) The individual did not file the available only to the extent of the liabilitylief are unusually strong, it may be appro-
joint return with fraudulent intent. shown on the return prior to any such adpriate to grant relief under § 6015(f) in

An individual satisfying all the abovejustment; and (b) relief will only be avail-limited situations where an individual
threshold conditions may be relieved ofble to the extent that the unpaid liabilittknew or had reason to know of an unpaid
the liability under 8 6015(f) if, taking into is attributable to the nonrequestindiability, and in very limited situations
account all the facts and circumstances, $pouse. where an individual knew or had reason
is inequitable to hold the individual liable .03 Factors for determining whether toto know of a deficiency; and

for all or part of a tax liability. See sec-grant equitable relief. Section 3.03 of (c) Significant benefit.The indi-
tion 3.02 of this notice for circumstanceshis notice applies to married individualsvidual requesting relief has significantly
under which relief will ordinarily be filing separate returns in communitybenefitted (beyond normal support) from
granted, and section 3.03 of this notice foproperty states who request relief undahe unpaid liability or items giving rise to
factors used to determine whether to gragt 66(c), and individuals who meet thehe deficiency. See, for example,
equitable relief. threshold conditions of section 3.01 o% 1.6013-5(b).
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(d) Individual's legal obligation. Notice 98-62 The principal author of this notice is

The individual requesting relief has a Walter Ryan of the Office of Assistant

legal obligation pursuant to a divorce de- This Notice provides information aboutChief Counsel (General Litigation). For

cree or agreement to pay the liability. ~ Internal Revenue Service procedurefurther information regarding this notice
under section 6331(h) of the Internal Reveontact Mr. Ryan at 202-622-3610 (not a

SECTION 4. REQUEST FOR enue Code of 1986. toll-free call).

COMMENTS The Taxpayer Relief Act of 1997 added

section 6331(h) to the Code in order to

The Treasury Department and the Ser'rovide for a continuous levy of up to 15| . dentifvi b
vice invite public comment on the matterg y b Alternative Identifying Numbers

addressed by this notice, particularly rebercent of any “specified payment due tgor Income Tax Return

garding the following specific topics: (1)Or received by a taxpayer.” 1.R.C.preparers

the circumstances set forth in section 3.03 6331(M)(1). Section 6331(h)(2) defines

of this notice under which § 6015(f) relief?nzﬁf(;f;]eedr E)r?gr?]aen;a&)llsrﬁe?]rt“;olievsr?irci ?j?qonce 98-63

will ordinarily be available; (2) the factors ibility is based on income or assets (

set forth in section 3.03 of this notice t(%oth) of a payee; unemployment compecr)EURPOSE

be taken into accou_nt n de.termmmgsation; workmen’s compensation; wages, This notice informs income tax return

Whgther § 6015@ equnab_le rehgf may besalary, or other income to the extent thepreparers of the Service’s intention to de-
available; (3) situations in which rel|e.fdo not exceed minimum exemptions forvelop a system of providing alternative
under § 6015(f) or 66(c) should be availy, || & o "jo v supplemental security inidentifying numbers for preparers, as au-
able even though an |nd|V|d_u_aI knew, %%ome for the aged, blind, and disablethorized by § 3710 of the Internal Rev-
had reason to know of, a deficiency or uny o oo i Security; state or local pubenue Service Restructuring and Reform
pa!d liability; and (4) situations in which lic welfare programs based on needs dict of 1998, Pub. L. No. 105-206, 112

relief under § 6015(f) or 66(c) should be, .0~ g any annuity or pension undeptat. 685 (the “Act”). Individual prepar-

available even though the unpaid liability, "o 024 Retirement Act or benefi€rs are reminded of their continuing re-
or item giving rise to the deficiency is aty o - ihe Railroad Unemployment Insursponsibility to furnish their social security
tributable to the individual requesting re-nce Act. numbers (“SSNs”) on returns or claims

lief. Written comments should be submit- . . . r refund prepared by them.
ted by April 30, 1999, either to: The Service has received questions 49 prep y

Internal Revenue Service ts(;rv\\llgstgr?;;re\g::tigr:eeggrlr(ehr;“yst;i?g_AW PRIOR TO AMENDMENT BY
P.O. Box 7604 : PHE ACT

Ben Franklin Station 6331(h) is effective for levies issued after
Washington. DC 20044 August 5, 1997. Section 6010(f) of the Section 6109(a)(4) of the Internal Rev-
. g. . ) Internal Revenue Service Restructuringnue Code provides that any return or
Attn: CC:DOM:CORP:R, Room 5228 - ) .
(IT&A:Bra) and Reform Act of 1998 clarifies that theclaim for refund prepared by an income
) : . new continuous levy is an option for col4tax return preparer must bear the identify-
or electronically via: . : : N .
i . lection that is exercised at the Service’sig number of the preparer as required
http://www.irs.ustreas.gov/prod/tax_re . . . . . .
/comments. html discretion. As of this date, the Service hasnder regulations prescribed by the Secre-
(the Servicg's Internet si'.[e) no procedures for serving levies undetary. Prior to its amendment by § 3710 of
' section 6331(h), and no such levies havi@e Act, § 6109(a) of the Code provided

SECTION 5. EFFECTIVE DATE been issued. Procedures will be arthat the identifying number of an individ-
nounced before any levies are issuedal preparer was that individual's SSN.
The interim guidance contained in thisynder section 6331(h). Section 1.6109-2 of the Income Tax

notice is effective on December 7, 1998, Because section 6331(h) does not idefiRegulations provides that each return or
and may be relied upon until permanenify a format for serving a continuousclaim for refund prepared by an income
guidance is issued. No inference shoulgyy, there may be confusion as tdax return preparer must bear the identify-
be made that the interim guidance conyhether the levy is a continuous levying number of the preparer, which, for an
tained in this notice will, or will not, be ynder section 6331(h) or an ordinary fornindividual preparer, is that individual’s
incorporated into the permanent guidof levy under sections 6331(a) or 6331(e}3SN.
ance. When the cont.muous-levy procedures_arEFFECT OF THE ACT
DRAFTING INFORMATION issued, they W|II require that any levy in-
tended to be issued under section 6331(h)Under § 6109(a), as amended by

The principal author of this notice ismust be clearly identified, on the face o8 3710 of the Act, the identifying number
Bridget E. Finkenaur of the Office of As-the levy, as a levy made pursuant to seeequired for a return preparer need not be
sistant Chief Counsel (Income Tax andion 6331(h). Any levy that is not clearlythe preparer’s SSN. Instead, the Secre-
Accounting). For further information re-identified, on the face of the levy, as dary may issue regulations providing al-
garding this notice, contact Ms. Finkenaugection 6331(h) levy will be treated as aternatives to the SSN for purposes of
on (202) 622-4940 (not a toll-free call). ordinary levy under sections 6331(a) ordentifying individual preparers. See
6331(e). § 6109(d).
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To implement this change, the Service
intends to develop a system for assigning

.02 Securing permission to make
a method change. . ......

17 SECTION 5. TERMS AND

alternative identifying numbers to indi- .03 Terms and conditions of a CONDITIONS OF CHANGE .. .... 21
vidual preparers. These alternative identi- method change . .......... 17 Olingeneral................. 21
fying numbers are scheduled to be avail- .04 No retroactive method .02Yearofchange ............ 21
able for the filing season beginning change................... 18 .03 Section 481(a) adjustment . . 21
January 1, 2000. The Secretary intends to .05 Method change with a .04 Section 481(a) adjustment
amend 8§ 1.6109-2 to allow individual § 481(a) adjustment . . . .. 18 period.................... 21
preparers the option of electing alterna- (1) Need for adjustment . ... .18 (Q)Ingeneral .............. 21
tive identifying numbers in lieu of their (2) Adjustment period . . . . . 18 (2) Short period as a separate
SSNs. .06 Method change using a taxableyear............. 21
Until the alternative identifying num- cut-off method . ........... 18 (3) Shortened or accelerated
bers are available, § 1.6109-2 requires .07 Consistency and clear adjustment periods. . . . . .. 21
that individual preparers continue to fur- reflection of income. . . . .. 18 .05NOL carryback limitation for
nish their SSNs as their identifying num- .08 Separate trades or taxpayer subject to criminal
bers. However, as provided by Rev. Rul. businesses .. ............. 18 investigation. . ............. 22
78-317, 1978-2 C.B. 335, preparers may 09 Penalties. ................ 18 .06Change treated as initiated
omit their SSNs from copies of returns .10 Change made as part of by the taxpayer............ 22
furnished to taxpayers under § 6107(a). an examination. . .......... 18
The Service will continue to monitor .11 Significant changes. ... .. 18 SECTION 6. GENERAL
returns and claims for refund for the pres- APPLICATION PROCEDURES ... . .22
ence of preparer SSNs. Income tax retuECTION 3. DEFINITIONS ....... 19 Ol Consent.................. 22
preparers failing to furnish their SSNs on .01 Application............... 19 .02 Filing requirements . ... ... 22
returns or claims for refund are subject to -02 Taxpayer................. 19 (1) Waiver of taxable year
a penalty of $50 for each such failure, as ~ (1)Ingeneral .............. 19 filing requirement .. ... .. 22
provided by § 6695(c). (2) Consolidated group . . . . . 19 (2) Tlme_ly duplicate filing
O3 Filed .................... 19 requirement. ............ 22
DRAFTING INFORMATION O4Mailed................... 19 (3)Label .................. 23
The princioal author of thi fice is An- .05 Timely performance of acts . 19 4) Sign_e_lture requirements. . . 23
€ principal author of this NOLICE IS AN- 4q' e of change............ 19 (5) Additional statement
drew J. Keyso of the Office of the Assis- 52 o ction 481(a) adjustment required . . . ..o 23
tant (?h'ef Counsel (Income Ta>_< and Ac- period ................... 19 (6) Where to file copy. .. ... .. 23
counting). Preparers may obtaln_ updates 08 Under examination . . . . . . 19 (7YNo userfee . ............ 23
on the_ StaFUS Of. the system for assigning al- (D) Ingeneral .............. 19 (8) Single application for
ternative identifying numbers by calling (2) Partnerships and S certain consolidated
(202) 622-4405 (not a toll-free call). corporations subject to GIOUPS « + e e 23
TEFRA. . ............... 20 .03 Taxpayer under
26 CFR 601.204: Changes in accounting periods .09 Issue under cqnsideration .. 20 examination .............. 24
and in methods of accounting. (1) Under examination. . . . . .. 20 (D Ingeneral .............. 24
(Also Part |, 88 162, 165, 166, 167, 168, 174, 197, (2) Before an appeals office. . 20 (2) 90-day window period . . . . 24
igi 222,’*’13?5} fggéffgéf?fégg;li_‘;76%'_‘52' 475, (3) Before a federal court . . .. 20 (3) 120-day window period. . . 24
1.167(a)-11, 1.167(e)-1, 1.174-1, 1.174-3, .10 Change within the LIFO (4) Consent of district
1.174-4, 1.263(a)-2, 1.263A-1, 1.263A-3, 1.446-1, inventory method. .. ....... 20 director ................ 24
1.446-2, 1.454-1, 1.455-6, 1.461—4, 1.461-5,
anL La7i 2, 14ma La72cs, 1472 SECTION 4. SCOPE ............. 20 o Z?f;(cpeayer pefore an appeals 24
1.481-1, 1.481-4, 1.1272-1, 1.1273-1, 1.1273-2.) O e e 28 OICE L
.01 Applicability .............. 20 .05 Taxpayer before a federal
Rev. Proc. 98-60 .02 Inapplicability . . ........... 20 COUM . oeeeeeeeeeeee s, 24
(1) Under examination. . . . .. 20 .06 Compliance with
TABLE OF CONTENTS (2) Before an appeals office . . 20 Provisions . . .............. 24
(3) Before a federal court . . . . 20
PAGE (4) Consolidated group SECTION 7. AUDIT PROTECTION
SECTION 1. PURPOSE . .......... 17 member................ 20 FOR TAXABLE YEARS PRIOR TO
(5) Partnerships and S YEAROF CHANGE ............. 25
SECTION 2. BACKGROUND corporations . ........... 21 Ol Ingeneral................ 25
AND CHANGES ................ 17 (6) Priorchange............ 21 .02 Exceptions .. ............. 25
.01 Change in method of (7) Section 381(a) transaction 21 (1) Change not made or
accounting defined . .. ..... 17 .03 Nonautomatic changes. ....21 made improperly . .. ..... 25
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(2) Change in sub-methad ... 25 SECTION 1. PURPOSE secutively filed tax returns (without re-

(3) Prior year Service-initiated . . gard to any change in status of the method
change ................. o5 This revenue procedure provides th&g permissible or impermissible) repre-
(4) Criminal investigation. . . . . 25 Procedures by which a taxpayer may olsenys consistent treatment of that item for
tain automatic con;ent to c_hang_e thEurposes of § 1.446-1(e)(2)(i)(a). If a
SECTION 8. EEFECT OF methods of accounting described in th?axpayer treats an item properly in the
CONSENT ...t 25APPENDIX of this revenue procedure gt ratym that reflects the item, however,
Olingeneral................ 25 This revenue procedure clarifies, modiy s not necessary for the taxpayer to treat
.02 Retroactive change or fies, amplifies, and supersedes Rev. Prog,q jtem consistently in two or more con-
modification . ............. 25 97-37,1997-2 C.B. 455. It also consoligective tax returns to have adopted a
dates automatic consent procedures ot ihod of accounting. If a taxpayer has
SECTION 9. REVIEW BY changes in several methods of accountir}gdopted a method of accounting under
DISTRICTDIRECTOR ........... 25 that were published subsequent to thg.ge rules, the taxpayer may not change
Olingeneral................ 25 publication of Rev. Proc. 97-37, and Prothe method by amending its prior income
.02 National office vides new automatic consent procedurgs, return(s). SeeRev. Rul. 90-38,
consideration. . ........... 25 for changes in several other methods ofggg_1 c B. 57.
accounting. A taxpayer complying with ; i ati
SECTION 10. REVIEW BY all the applicable provisions of this rev-y¢ an(:igt)e’r? cr::n%(Ias(ljnct(:]nest(i:tr:]?;aact;rg:tgrinn
NATIONAL OFFICE ... 26 enue procedure has obtained the conseRbihod of ac){:ounting if the changeghas
Olingeneral................ 26 of the Commissioner of Internal Revenuge effect of shifting income from one pe-
.02 Incomplete application— to change its method of accounting undgoq 1o another. For example, a change
2ldayrule............... 26 § 446(e) of the Internal Revenue Codgom, treating an item as income to treat-
.03 Conference in the national and the Income Tax Regulations thereuniay the item as a deposit is a change in
04 l?lfgtcignél‘ office T 20 der. method of accounting.SeeRev. Proc.
determination. .. .......... 26 SECTION 2. BACKGROUND AND 91—3‘(1-) A change in method of account
gg iggﬁsgtﬁgr?tcﬁ;gsg gg CHANGES ing does not include correction of mathe-
.01 Change in method of accountingmatical or posting errors, or errors in the
SECTION 11. APPLICABILITY OF defined. _ ) computation of th liability (SUCh' as er-
REV. PROCS. 98—-1 AND 98-4 . . . .. 26 (1) Section 1.446-1(e)(2)(ii)(a) ofrors in computation of the foreign tax
the Income Tax Regulations provides thatredit, net operating loss, percentage de-
SECTION 12. INQUIRIES ........ 26 a change in method of accounting inpletion, or investment credit).See

cludes a change in the overall plan of a& 1.446-1(e)(2)(ii)(b).
SECTION 13. EFFECTIVE DATE .. 26 counting for gross income or deductions, .02 Securing permission to make a

Olingeneral................ 26 or a change in the treatment of any matemethod change.Sections 446(e) and
.02 Transitionrules. ........... 26 ial item. A material item is any item that1.446-1(e) state that, except as otherwise
.03 Specialrules. . ............ 26 involves the proper time for the inclusionprovided, a taxpayer must secure the con-
(1) Change in method of of the item in income or the taking of thesent of the Commissioner before chang-
accounting for item as a deduction. In determiningng a method of accounting for federal in-
depreciation. . ........... 26 whether a taxpayer’s accounting practiceome tax purposes. Section 1.446—
(2) Change in method of for an item involves timing, generally thel(e)(3)(i) requires that, in order to obtain
accounting to discontinue relevant question is whether the practicthe Commissioner’s consent to a method
the mark-to-market method permanently changes the amount of thehange, a taxpayer must file a Form 3115,
of accounting. ........... 26 taxpayer’s lifetime income. |If the prac-Application for Change in Accounting
(3) Change in method of tice does not permanently affect the taxMethod, during the taxable year in which
accounting for a pool of payer’s lifetime income, but does or couldhe taxpayer wants to make the proposed
debt instruments. .. ... ... 26 change the taxable year in which incomehange.

is reported, it involves timing and is .03 Terms and conditions of a method
SECTION 14. EFFECT ON OTHER therefore a method of accountingee change. Section 1.446-1(e)(3)(ii) autho-

DOCUMENTS .................. 27Rev. Proc. 91-31, 1991-1 C.B. 566. rizes the Commissioner to prescribe ad-
(2) Although a method of accountingministrative procedures setting forth the

SECTION 15. PAPERWORK may exist under this definition without alimitations, terms, and conditions deemed
REDUCTIONACT .............. 27 pattern of consistent treatment of an itermecessary to permit a taxpayer to obtain
a method of accounting is not adopted inonsent to change a method of accounting

DRAFTING INFORMATION ... ... 27 most instances without consistent treain accordance with § 446(e). The terms
ment. The treatment of a material item imnd conditions the Commissioner may

APPENDIX (TABLE OF the same way in determining the gross irprescribe include the year of change,
CONTENTS) ... 27come or deductions in two or more conwhether the change is to be made with a

1998-51 I|.R.B. 17 December 21, 1998



§ 481(a) adjustment or on a cut-off basignd conditions for changes in methods of  (2) Section 1.446-1(d)(3) provides
and the § 481(a) adjustment period. accounting, this revenue procedure prdhat if, by reason of maintaining different

.04 No retroactive method change.vides specific adjustment periods that ammethods of accounting, there is a creation
Unless specifically authorized by theintended to achieve an appropriate babr shifting of profits or losses between the
Commissioner, a taxpayer may not reance between the goals of mitigating distrades or businesses of the taxpayer (for
quest, or otherwise make, a retroactivtortions of income that result from ac-example, through inventory adjustments,
change in method of accounting, regardsounting method changes and providingales, purchases, or expenses) so that in-
less of whether the change is from a peappropriate incentives for voluntary comcome of the taxpayer is not clearly re-
missible or an impermissible methoBee pliance. flected, the trades or businesses of the
generallyRev. Rul. 90-38. .06 Method change using a cut-offtaxpayer are not separate and distinct.

.05 Method change with a § 481(a) ad-method. The Commissioner may deter- .09 Penalties. Any otherwise applica-
justment. mine that certain changes in methods dile penalty for the failure of a taxpayer to

(1) Need for adjustmentSection accounting will be made without achange its method of accounting (for ex-

481(a) requires those adjustments nece8-481(a) adjustment, using a “cut-offfmple, the accuracy-related penalty under
sary to prevent amounts from being duplimethod.” Under a cut-off method, only8 6662 or the fraud penalty under § 6663)
cated or omitted to be taken into accourthe items arising on or after the beginninghay be imposed if the taxpayer does not
when the taxpayer’s taxable income i®f the year of change (or other operativémely file a request to change a method
computed under a method of accountingate) are accounted for under the neff accounting. See§ 446(f). Addition-
different from the method used to commMethod of accounting. Any items arising!ly, the taxpayer’s return preparer may
pute taxable income for the preceding tasbefore the year of change (or other oper&lS0 be subject to the preparer penalty
able year. When there is a change ifive date) continue to be accounted foynder § 6694. However, penalties will
method of accounting to which § 481(a) i$inder the taxpayer's former method of ac2°t be imposed when a taxpayer changes
applied, income for the taxable year precounting. See,for example, § 263A fro”:]ti":]” ;mpem:r'nsis'?t')? mr?tht?d OInaIC-
ceding the year of change must be de_te(Whlch generally applies to costs m_currec?_}noguwithg a(I)I pr;;alicaslse p?o?/i:}on); C(; tr?ig_
mined under the method of accountingfter December 31, 1986, for noninven

that was then employed, and income fdy Property), § 461(h) (which generally"®Ve4¢ procedure.

; ; .10 Change made as part of an exami-
; applies to amounts incurred on or after "~ .
the year of change and the following tax@PP nation. Sections 446(b) and 1.446—

i ly 18, 1984), and § 1.446-3 (which ap- : ,
able years must be determined under th&!lY ) § ( pl(b)(l) provide that if a taxpayer does not

new method of accounting as if the newlies to notional principal contracts en- .
method had always been used. tered into on or after December 13, 1993{egularly employ a method of accounting

Because no items are duplicated or omi hua:;t(i:(l)erlaglé/t;?(leiicl:ésirgtsolrazoms,sttgz (r:’r?;?i-e
Example. A taxpayer that is not required to ted from income when a cut-off method id . .
. : . . . 1N a manner that, in the opinion of the
use inventories uses the overall cash receipts ansed to effect a change in accountin

disbursements method and changes to an overall aprethod, no § 481(a) adjustment is nece;&_ommlssmner, does clearly reflect in-

crual method. The taxpayer has $120,000 of incorr%ry_ Come'. I_f a taxpayer under examination is
earned but not yet received (accounts receivable) 7 Consistency and clear reflection oant el-lglble to cha}nge a method of ac-
and $100,000 of expenses incurred but not yet pajd - . counting under this revenue procedure,
: P YetPajfh come. Methods of accounting should P
(accounts payable) as of the end of the taxable yeaiearl reflect income on a continuin the change may be made by the district di-
preceding the year of change. A positive § 481(? . y d the Int IR S ,grector. A change resulting in a positive
adjustment of $20,000 ($120,000 accounts recei?2S!S; and the Internal REVeNUe SevIGe g1 4y adjustment will ordinarily be
able less $100,000 accounts payable) is required aE¥ercises ItS_ discretion under §§ 446( ade in the earliest taxable year under ex-
result of the change. and 481(c) in a manner that generallymination with a one-year § 481(a) ad-
minimizes distortions of income aCI‘OS?ustment period

(2) Adjustment period.Section taxable years and on an annual basis. .11 Significant changes.Significant
481(c) and 88 1.446-1(e)(3)(ii) and .08 Separate trades or businesses.  changes to Rev. Proc. 97-37 include:
1.481-4 provide that the adjustment re- (1) Sections 1.446-1(d)(1) and (2) (1) Section 4.02(6) clarifies that the
quired by § 481(a) may be taken into aggrovide that when a taxpayer has two Qfear of change is included within the five-
count in determining taxable income inmore separate and distinct trades or busfear prohibition regarding prior changes;
the manner and subject to the conditionsesses, a different method of accounting (2) Section 6.02(2) clarifies that the
agreed to by the Commissioner and theay be used for each trade or businesgitomatic extension of 6 months from the
taxpayer. Generally, in the absence gfrovided the method of accounting usedue date of the return provided in
such an agreement, the § 481(a) adjudbr each trade or business clearly reflects 301.9100-2 is applicable;
ment is taken into account completely irthe overall income of the taxpayer as well  (3) Section 9.01 clarifies that the dis-
the year of change, subject to 8 481(kgs that of each particular trade or bustrict director is to ascertain if a change in
which limits the amount of tax where theness. No trade or business is separate améthod of accounting was made in com-
§ 481(a) adjustment is substantial. Howdistinct unless a complete and separabjgiance with all the applicable provisions
ever, under the Commissioner’s authoritget of books and records is kept for thaif this revenue procedure;
in § 1.446-1(e)(3)(ii) to prescribe termdrade or business. (4) Section 10.04 clarifies that an ap-
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plication reviewed and changed by the na- (f) Section 9.02 of the APPEN- or submitting additional information) falls

tional office is subject to review by theDIX regarding estimating inventory on a Saturday, Sunday, or legal holiday.

district director as provided in section 9 oshrinkage; The performance of any act is timely if

this revenue procedure; (9) Section 10A.01 of the APPEN-the act is performed on the next succeed-
(5) Section 13.03 provides that theDIX regarding the mark-to-marketing day that is not a Saturday, Sunday, or

effective date of this revenue procedure imethod of accounting for a taxpayer'degal holiday.

December 21, 1998, for applications ofirst taxable year ending after July 22, .06 Year of change.The year of

copies of applications filed with the na-1998; and change is the taxable year for which a
tional office under section 2.01 or 2.02 of (h) Section 12.02 of the APPEN-change in method of accounting is effec-
the APPENDIX; DIX regarding pool of debt instrumentstive, that is, the first taxable year the new
(6) Section 2.01 of the APPENDIX for the taxpayer’s first taxable year beginmethod is to be used, even if no affected
provides that this revenue procedure is thging after August 5, 1997. items are taken into account for that year.
exclusive procedure for making that .07 Section 481(a) adjustment period.
change, includes property for which exSECTION 3. DEFINITIONS The § 481(a) adjustment period is the ap-
cess depreciation was claimed, excludes plicable number of taxable years for tak-

property for which depreciation is deter-. 01 Application. The term “applica- ing into account the § 481(a) adjustment
tion” includes a Form 3115, or any state- . .
equired as a result of the change in

mined under § 1.167(a)-11, and requires
ethod of accounting. The year of

o . . reAUITES ent that is authorized under the APPEN-

additional information for any public util- . )

) } DIX of this revenue procedure to be file . . .

ity property; change is the first taxable year in the ad-

(7) Section 2.02 of the APPENDIX " Iletu of a Form 3115, and any attaChj'ustment period and the § 481(a) adjust-
requires additional information for anymen S

02 T ment is taken into account ratably over
public utility property; : axpayer. , the number of taxable years in the adjust-

(8) Section 3.01 of the APPENDIX (1) In general. The term taxpayez ment period. The applicable adjustment
is modified to provide that the change!ﬁ'as,,the same meaning as the term pfigériods are set forth in section 5.04 of this
does not apply to a taxpayer that wants tﬁ)?n defmled in § 7701(a)(“1) (rather”tha evenue procedure.
change to the capitalization method foF, € meaning of the term “taxpayer” de- .08 Under examination.
costs of developing (or modifying) anyflnecj in§ 7701@)(14))' (2) In general.
package design that has an ascertainable (2) Consolidated group.For pur- (a) Except as provided in section
useful life; poses of (a) sections 3.08(1), 3.09(1), aglng () of this revenue procedure, an ex-

(9) Section 10.01 of the APPENDIx #-02(1) of this revenue procedure (taxamination of a taxpayer with respect to a
provides that a taxpayer is not required tgaYer under examination), (b) sectiong.qera| income tax return begins on the
file a Form 3115 to re-elect the LIFO in-3-09(2) and 4.02(2) of this revenue procegaie the taxpayer is contacted in any man-
ventory method after a period of five taxdure (taxpayer before an appeals officehqr py a representative of the Service for
able years beginning with the year o' (C) sections 3.09(3) and 4.02(3) of thighe hurpose of scheduling any type of ex-

change; revenue procedure (Eaxpayer E)(_afore a fedmination of the return. An examination
(10) Section 10.04 of the APPEN-€ral co'urt), the term “taxpayer” includes g s:
DIX provides that a taxpayer wanting toconsolidated group. () in a case in which the Ser-

make an IPIC change where a bulk bar- -03 Filed. Any form (including an ap- yice accepts the return as filed, on the
gain purchase previously occurred mudtlication), statement, or other documengate of the “no change” letter sent to the
first comply with Hamilton Industries, required to be filed under this revenugaxpayer;
Inc. v. Commissione@7 T.C. 120 (1991), Procedure is filed on the date it is mailed (ii) in a fully agreed case, on the
and compute a § 481(a) adjustment for tH€ the proper address (or an address sindiarliest of the date the taxpayer executes a
bargain purchase part of the change;  1ar enough to complete delivery). If thewaiver of restrictions on assessment or
(11) The following changes in meth-form, statement, or other document is ng§cceptance of overassessment (for exam-
ods of accounting have been added to ttieailed (or the date it is mailed cannot bgle, Form 870, 4549, or 4605), the date
APPENDIX of this revenue procedure: reasonably determined), it is filed on thehe taxpayer makes a payment of tax that
(a) Section 1.02 of the APPEN-date it is delivered to the Service. equals or exceeds the proposed defi-
DIX regarding Year 2000 costs; .04 Mailed. The date of mailing will ciency, or the date of the “closing” letter
(b) Section 2A.01 of the APPEN-be determined under the rules of § 7502for example, Letter 891 or 987) sent to
DIX regarding research and experimentdfor example, the date of mailing is thehe taxpayer; or
expenditures; date of the U.S. postmark or the applica- (iii) in an unagreed or a par-
(c) Section 3.02 of the APPEN-ble date recorded or marked by a desigially agreed case, on the earliest of the
DIX regarding line pack gas and cushiomated private delivery servic&eeNotice date the taxpayer (or its representative) is

gas; 98-47, 1998-37 |.R.B. 8. notified by Appeals that the case has been
(d) Section 5.04 of the APPEN- .05 Timely performance of actsThe referred to Appeals from Examination,
DIX regarding the Rule of 78s; rules of § 7503 apply when the last dayhe date the taxpayer files a petition in the

(e) Section 8.05 of the APPEN-for the taxpayer’s timely performance offax Court, the date on which the period
DIX regarding cooperative advertising; any act (for example, filing an applicationfor filing a petition with the Tax Court ex-
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pires, or the date of the notice of clainby examination plan, information docu-method. A change within the LIFO in-
disallowance. ment request (IDR), or notification ofventory method does not include a change
(b) An examination does not endproposed adjustments or income tax exa method of accounting that could be
as a result of the early referral of an issug@mination changes) from the examiningnade by a taxpayer that does not use the
to Appeals under the provisions of Revagent(s) specifically citing the treatmentIFO inventory method (for example, a
Proc. 96-9, 1996-1 C.B. 575. of the item as an issue under consideraaethod governed by § 471 or 263A).
(c) An examination resumes ontion. For example, a taxpayer's method
the date the taxpayer (or its representaf pooling under the dollar-value, last-in SECTION 4. SCOPE
tive) is notified by Appeals (or otherwise)first-out (LIFO) inventory method is an
that the case has been referred to Exanissue under consideration as a result of ),
nation for reconsideration. examination plan that identifies LIFO
(2) Partnerships and S corporationspooling as a matter to be examined, but H‘lethod of accounting described in the
subject to TEFRAFor an entity (includ- is not an issue under consideration as a fRPPENDIX of this revenue procedure
ing a limited liability company), treated sult of an examination plan that merelyl.hiS revenue procedure is the exclusiv.e
as a partnership or an S corporation fddentifies LIFO inventories as a matter to rocedure for a taxpaver within its Scope
federal income tax purposes, that is sullbe examined. Similarly, a taxpayer’s.[p . pay ) P
: o ] o R . 0 obtain the Commissioner’s consent.
ject to the TEFRA unified audit and litiga-method of determining inventoriable 02 Inapplicability. Except as other-
tion provisions for partnerships and S coreosts under § 263A is an issue under con-.’ ; . ' :
porations, an examination begins on thsideration as a result of an IDR that ren '€ provided in the APPENDIX of this
date of the notice of the beginning of amuests documentation supporting theVenue procedure (see, for example, sec-
administrative proceeding sent to the Tagosts included in inventoriable costs, bu lons 4.01, 5.04, 8.05, 9.02, 10A.01,
Matters Partner/Tax Matters Persoliit is not an issue under consideration as .'01’ and 12.02 of the APPENDIX of
(TMP). An examination ends: result of an IDR that requests documentd™'s revenue procedure), this revenue pro-
(a) in a case in which the Servicdion supporting the amount of cost oiced.ure .does not apply in the following sit-
accepts the partnership or S corporatiogoods sold reported on the return. Thyations: .
return as filed, on the date of the “no adguestion of whether a method of account- (1) Under examination.If, on thg
justments” letter or the “no change” noing is an issue under consideration may HAte the taxpayer would otherwise file a
tice of final administrative adjustmentreferred to the national office as a requeSPPY ©f the application with the national
sent to the TMP; for technical advice under the provisiongﬁ'ce' th_e taxpayer IS under exam_|nat|on
(b) in a fully agreed case, when albf Rev. Proc. 98-2, 1998-1 I.R.B. 74 (of@S Provided in section 3.08 of this rev-
the partners, members, or shareholdessy successor). enue procedure), except as provided in
execute a Form 870-P, 870-L, or 870-S;  (2) Before an appeals officeA tax- S€ctions 6.03(2) (90-day window),
or payer’s method of accounting for an itenf:03(3) (120-day window), and 6.03(4)
(c) in an unagreed or a partiallyis an issue under consideration for the tafdistrict director consent) of this revenue
agreed case, on the earliest of the date thble years before an appeals office if therocedure; _
TMP (or its representative) is notified bytreatment of the item is included as an  (2) Before an appeals officelf, on
Appeals that the case has been referreditem of adjustment in the examination rethe date the taxpayer would otherwise file
Appeals from Examination, the date theort referred to Appeals or is specifically2 COPY of the application with the national
TMP (or a partner, member, or shareidentified in writing to the taxpayer by Office, the taxpayer is before an appeals

.01 Applicability. This revenue proce-
re applies to a taxpayer requesting the
Commissioner’s consent to change to a

holder) requests judicial review, or theAppeals. office with respect to any income tax
date on which the period for requesting  (3) Before a federal courtA tax- issue and the method of accounting to be
judicial review expires. payer's method of accounting for an itenfhanged is an issue under consideration

But see section 4.02(5) of this revenués an issue under consideration for the tajay the appeals office (as provided in sec-
procedure for certain rules that precludable years before a federal court if théon 3.09(2) of this revenue procedure);
an entity from requesting a change in adreatment of the item is included in the  (3) Before a federal courtlf, on the
counting method. Also note that S corpostatutory notice of deficiency, the noticedate the taxpayer would otherwise file a
rations are not subject to the TEFRA unief claim disallowance, the notice of finalcopy of the application with the national
fied audit and litigation provisions for administrative adjustment, the pleadingéffice, the taxpayer is before a federal
taxable years beginning after Decembgfor example, the petition, complaint, orcourt with respect to any income tax issue
31, 1996. See Small Business Job Proteenswer) or amendments thereto, or ignd the method of accounting to be
tion Act of 1996, Pub. L. No. 104-188,specifically identified in writing to the changed is an issue under consideration
§ 1317(a), 110 Stat. 1755, 1787 (1996). taxpayer by the counsel for the governby the federal court (as provided in sec-
.09 Issue under consideration. ment. tion 3.09(3) of this revenue procedure);
(1) Under examinationA taxpayer’s .10 Change within the LIFO inventory (4) Consolidated group membeA
method of accounting for an item is ammethod.A change within the LIFO inven- corporation that is (or was formerly) a
issue under consideration for the taxabl®ry method is a change from one LIFOnember of a consolidated group is under
years under examination if the taxpayeinventory method or sub-method to anexamination, before an appeals office, or
receives written natification (for example,other LIFO inventory method or sub-before a federal court (for purposes of
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sections 4.02(1), (2), and (3) of this rev- .02Year of changeThe year of change period in lieu of the § 481(a) adjustment
enue procedure) if the consolidated grouis the taxable year designated on the aperiod otherwise provided by this revenue
is under examination, before an appealdication and for which the application isprocedure if the entire § 481(a) adjust-
office, or before a federal court for a taxtimely filed under section 6.02(2). ment is less than $25,000 (either positive
able year(s) that the corporation was a .03 Section 481(a) adjustmentJnless or negative). A taxpayer makes an elec-
member of the group; otherwise provided in this revenue procetion under thigle minimisrule by so indi-
(5) Partnerships and S corporations.dure, a taxpayer making a change inating on the application. For example,
For an entity (including a limited liability method of accounting under this revenutor a taxpayer filing a Form 3115, the tax-
company) treated as a partnership or anggocedure must take into account @ayer must complete the appropriate line
corporation for federal income tax pur§ 481(a) adjustment in the manner proen the Form 3115 to elect thdg minimis
poses, if, on the date the entity would othvided in section 5.04 of this revenue prorule.
erwise file a copy of the application withcedure. (b) Cooperatives. A cooperative
the national office, the entity’s accounting .04 Section 481(a) adjustment period. within the meaning of § 1381(a) generally
method to be changed is an issue under (1) In general. Except as otherwise must take the entire amount of a § 481(a)
consideration in an examination of a partprovided in section 5.04(3) or the AP-adjustment into account in computing tax-
ner, member, or shareholder’s federal iPENDIX of this revenue procedure, theable income for the year of change. See
come tax return or an issue under consig& 481(a) adjustment period for positiveRev. Rul. 79-45, 1979-1 C.B. 284.
eration by an appeals office or by and negative § 481(a) adjustments is four (c) Ceasing to engage in the trade
federal court with respect to a partneraxable years. or business.
member, or shareholder’s federal income (2) Short period as a separate tax- (@) In general. A taxpayer that
tax return; able year. If the year of change, or anyceases to engage in a trade or business or
(6) Prior change. If the taxpayer, taxable year during the § 481(a) adjusterminates its existence must take the re-
within the last five taxable years (includ-ment period, is a short taxable year, the @aining balance of any § 481(a) adjust-
ing the year of change), (a) has made 481(a) adjustment must be included in inment relating to the trade or business into
change in the same method of accountingpme as if that short taxable year were account in computing taxable income in
(with or without obtaining the Commis- full 12-month taxable year. See Rev. Ruthe taxable year of the cessation or termi-
sioner’s consent), or (b) has applied tgg-165, 1978-1 C.B. 276. nation. Except as provided in sections

change the same method of accounting 5.04(3)(c)(iv) and (v) of this revenue pro-

with ffectina the chan whether. for Example 1. A calendar year taxpayer received . .
thout effecting the change (whether, 0permission to change an accounting method begirQ-Edure’ a taxpayer is treated as ceasing to

example, the application to change Wag, yith the 1998 calendar year. The § 481(a) a®Ngage in a trade or business if the opera-

withdrawn, not perfected, not granted, Ofstment is $30,000 and the adjustment period #ons of the trade or business cease or sub-

denied); or four taxable years. The taxpayer subsequently retantially all the assets of the trade or
(7) Section 381(a) transactionlf ceives permission to change its annual accountirlglllsinesS are transferred to another tax-

the taxpaver engaaes in a transaction Rgzriod to September 30, effective for the taxable . “ .
pay dag year ending September 30, 1999. The taxpayer m yer. For this purpose, “substantially

which § 381(a) applies within the PrO-inciude $7,500 of the § 481(a) adjustment in gros@ll” has the same meaning as in section
posed taxable year of change (determinggtome for the short period from January 1, 19993.01 of Rev. Proc. 77-37, 1977-2 C.B.
without regard to any potential closing ofthrough September 30, 1999. 568.

the year under § 381(b)(1)). Example 2. CorporationX, a calendar year tax- (i) Examples of transactions

.03 Nonautomatic changeslf a tax- Paver, received permission to change an accounti .
9 method beginning with the 1998 calendar year. Th at are treated as the cessation of a trade

payer is precluded by other th_an Sectlc)nss481(a) adjustment is $30,000 and the adjustmeff business.The following is a nonexclu-

4.02(1) through 4.02(5) of this revenUgeriod is four taxable years. On July 1, 2000, Cosive list of transactions that are treated as
procedure from using this revenue proce&orationz acquires Corporatiok in a transactionto the cessation of a trade or business for
dure to make a change in method of aaevhich § 381(a) applies. Corporatidris a calendar urposes of accelerating the § 481(a) ad-

counting, the taxpayer requesting such = taxﬂ.afrcthat usf.sr;? ehsamedmetggg; ' . listment under section 5.04(3)(c) of this
change must file a Form 3115 with the9d © Which ~orporatiot changed in 555, ~or- dure:

C . . porationX must include $7,500 of the § 481(a) adfE€VENUE proceaure:
Cqmmlssmner in accordance V_V'th the I'€ustment in gross income for its short period income (A) the trade or business to
quirements of § 1.446-1(e)(3)(i) and Reuax return for January 1, 2000, through June 3@yhich the § 481(a) adjustment relates is

Proc. 97-27, 1997-1 C.B. 680 (or any000. In addition, Corporatiod must include incorporated;

i i 7,500 of the § 481(a) adjustment in gross income in .
(r);&?;t;aslecztgilggg)e’ regulatlon, or ao(ifs income tax returr(1 f)or cJaIendar yeag: 2000. which the éBZStlh(Z)tl:(?'e or business t(?
justment relates is
SECTION 5. TERMS AND (3) Shortened or accelerated adjustpurchased by another taxpayer in a trans-
CONDITIONS OF CHANGE ment periods. The § 481(a) adjustmentaction to which § 1060 applies;
period provided in section 5.04(1) or the (C) the trade or business to

.01 In general. An accounting method APPENDIX of this revenue procedurewhich the § 481(a) adjustment relates is
change filed under this revenue proceduneill be shortened or accelerated in the folterminated or transferred pursuant to a
must be made pursuant to the terms ardwing situations. taxable liquidation;
conditions provided in this revenue proce- (a) De minimis rule. A taxpayer (D) a division of a corpora-
dure. may elect to use a one-year adjustmetibn ceases to operate the trade or busi-
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ness to which the § 481(a) adjustment redded in the following sentence, the transer future criminal investigation or pro-
lates; or feror member must take any remainingeeding concerning (1) directly or indi-
(E) the assets of a trade 08 481(a) adjustment into account in comrectly, any issue relating to the taxpayer’s

business to which the § 481(a) adjustmempiuting taxable income in the taxable yediederal tax liability, or (2) the possibility
relates are contributed to a partnership. in which the transferee member ceases @ false or fraudulent statements made by

(iii) Conversion to or from S engage in the trade or business to whidhe taxpayer with respect to any issue re-
corporation status.Except as provided in the § 481(a) adjustment relates. Thhting to its federal tax liability.
section 10.01 of the APPENDIX of this§ 481(a) adjustment is not accelerated .06 Change treated as initiated by the
revenue procedure, no acceleration of when the transferee member engages irtaxpayer. For purposes of § 481, a change
§ 481(a) adjustment is required under setransaction described in section 5.04(3)n method of accounting made under this
tion 5.04(3)(c) of this revenue procedurdc)(iv) or 5.04(3)(c)(v)(A) of this revenue revenue procedure is a change in method
when a C corporation elects to be treatgafocedure. of accounting initiated by the taxpayer.
as an S corporation or an S corporation (B) Exception. The provi-
terminates its S election and is thesions of section 5.04(3)(c)(v)(A) of thisSECTION LU Lo
treated as a C corporation. revenue procedure cease to apply and tﬁé?OCEDURES

(iv) Certain transfers to which transferor member must take any remain- 01 Consent. Pursuant to § 1.446—
§ 381(a) applies.No acceleration of the ing balance of the § 481(a) adjustment e)(2)(i), the consent of the Commis-
§ 481(a) adjustment is required under se@to account in the taxable year immedisjoner is hereby granted to any taxpayer
tion 5.04(3)(c) of this revenue procedureately preceding any of the following: (1)within the scope of this revenue proce-
when a taxpayer transfers substantially athe taxable year the transferor membejyre to change a method of accounting,
the assets of the trade or business that gaseases to be a member of the group; (B}ovided the taxpayer complies with all
rise to the § 481(a) adjustment to anothe¢he taxable year any transferee membegfe applicable provisions of this revenue
taxpayer in a transfer to whichowning substantially all the assets of th@rocedure.
§ 381(a) applies and the accountingrade or business which gave rise to the 02 Filing requirements.
method (the change to which gave rise t® 481(a) adjustment ceases to be a mem- (1) Waiver of taxable year filing re-
the § 481(a) adjustment) is a tax attributber of the group; or (3) a separate returjuirement. The requirement under
that is carried over and used by the acquiyear of the common parent of the groups 1.446-1(e)(3)(i) to file a Form 3115
ing corporation immediately after theln applying the preceding sentence, thgithin the taxable year for which the
transfer pursuant to § 381(c). The acquirules of paragraphs (j)(2), ())(5), and (j)(6change is requested is waived for any ap-
ing corporation is subject to any terms andf § 1.1502-13 apply, but only if thepjication for a change in method of ac-
conditions imposed on the transferor (omethod of accounting to which the transcounting filed pursuant to this revenue
any predecessor of the transferor) as a reeror member changed and to which the Srocedure. See § 1.446-1(e)(3)(ii).
sult of its change in method of accountingd81(a) adjustment relates is adopted, car-  (2) Timely duplicate filing require-

(v) Certain transfers pursuant toried over, or used by any transferee mengnent.
§ 351 within a consolidated group. ber acquiring the assets of the trade or (a) In general. A taxpayer chang-

(A) In general. No accelera- business that gave rise to the § 481(a) amhg a method of accounting pursuant to

tion of the § 481(a) adjustment is requiregistment immediately after acquisition ofthis revenue procedure must complete and
under section 5.04(3)(c) of this revenusuch assets. For example, the transferfile an application in duplicate. Except as
procedure when one member of an affilimember is not required to accelerate thetherwise provided in the APPENDIX of
ated group filing a consolidated returrg 481(a) adjustment if a transferee menthis revenue procedure (see, for example,
transfers substantially all the assets of thger ceases to be a member of a conso§ection 12.02 of the APPENDIX of this
trade or business that gave rise to th@ated group by reason of an acquisition teevenue procedure), the original must be
§ 481(a) adjustment to another member athich § 381(a) applies and the acquiringittached to the taxpayer’s timely filed (in-
the same consolidated group in an excorporation (1) is a member of the sameluding extensions) original federal in-
change qualifying under & 351 and thgroup as the transferor member, and (Zome tax return for the year of change,
transferee member adopts and uses thentinues, under § 381(c)(4) and the regand a copy of the application must be
same method of accounting (the change tations thereunder, to use the samfiled with the national office (see section
which gave rise to the § 481(a) adjustmethod of accounting as that used by th&02(6) of this revenue procedure for the
ment) used by the transferor membetransferor member with respect to the agddress) no earlier than the first day of the
The transferor member must continue teets of the trade or business to which thgear of change and no later than when the
take the § 481(a) adjustment into accour@ 481(a) adjustment relates. original is filed with the federal income
pursuant to the terms and conditions set .05 NOL carryback limitation for tax- tax return for the year of change.
forth in this revenue procedure. Theayer subject to criminal investigation. (b) Limited relief for late applica-
transferor member must take into accour@enerally, no portion of any net operatingion.
activities of the transferee member (ofoss that is attributable to a negative (i) Automatic extensionAn au-
any successor) in determining whether a& 481(a) adjustment may be carried badomatic extension of 6 months from the
celeration of the § 481(a) adjustment iso a taxable year prior to the year oflue date of the return for the year of
required. For example, except as prochange that is the subject of any pendinchange (excluding extensions) is granted
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to file an application, provided the tax-common parent. See the signature re- (i) To the drop box at the 12th
payer (A) timely filed (including exten- quirements set forth in the General InStreet entrance of 1111 Constitution Av-
sions) its federal income tax return for thetructions attached to a current Form 311&nhue, NW, Washington, D.C. No receipt
year of change, (B) files an amended raegarding those who are to sign. If awill be given at the drop box. For a tax-
turn within the 6-month extension periodagent is authorized to represent the tayayer other than an exempt organization,
in a manner that is consistent with theayer before the Service, receive the orighe copy of the application must be ad-
new method of accounting, (C) attachemal or a copy of the correspondence cordressed to the Commissioner of Internal
the original application to the amendederning the application, or perform anyRevenue, Attention: CC:DOM:IT&A
return, (D) files a copy of the applicationother act(s) regarding the application filedAutomatic Rulings Branch), 1111 Con-
with the national office no later than wheron behalf of the taxpayer, a power of atstitution Avenue, NW, Washington, D.C.
the original is filed with the amended retorney reflecting such authorization(s20224. For an exempt organization, the
turn, and (E) writes at the top of the applimust be attached to the application. Aopy of the application must be addressed
cation “FILED PURSUANT TO taxpayer's representative without a poweto the Assistant Commissioner (Employee
§ 301.9100-2." of attorney to represent the taxpayer as iftlans and Exempt Organizations), Atten-
(ii) Other extensions.A tax- dicated in this section will not be givention: E:EO, 1111 Constitution Avenue,
payer that fails to file the application forany information regarding the applicaNW, Washington, D.C. 20224; or
the year of change as provided in sectiation. (i) Between the hours of 8:15
6.02(2)(a) or 6.02(2)(b)(i) of this revenue (5) Additional statement requiredn a.m. and 5:00 p.m., to the courier’s desk
procedure will not be granted an extenaddition to providing all the information at the main entrance of 1111 Constitution
sion of time to file under § 301.9100 ofthat is required by the application, a taxAvenue, NW, Washington, D.C. Areceipt
the Procedure and Administration Regulgpayer must attach to the application ®vill be given at the courier’s desk. For a
tions, except in unusual and compellingvritten statement providing as follows: taxpayer other than an exempt organiza-
circumstancesSee§ 301.9100-3(c)(2). (a) the taxpayer agrees to all of théion, the copy of the application must be
(3) Label. terms and conditions in this revenue proaddressed to the Commissioner of Inter-
(a) In order to assist in processingedure; and nal Revenue, Attention: CC:DOM:IT&A
an application under this revenue proce- (b) if a § 481(a) adjustment is re-(Automatic Rulings Branch), 1111 Con-
dure, the section of the APPENDIX ofquired, the reason for claiming thestitution Avenue, NW, Washington, D.C.
this revenue procedure describing the sp&-481(a) adjustment period over whict20224. For an exempt organization, the
cific change in method of accountingthe taxpayer agrees to take the applicabt®py of the application must be addressed
should be included in the application. Fog 481(a) adjustment into account. to the Assistant Commissioner (Employee
example, a phrase such as “Section 1.01 (6) Where to file copy. Plans and Exempt Organizations), Atten-
of the APPENDIX of Rev. Proc. 98-60" (a) For a taxpayer other than artion: E:EO, 1111 Constitution Avenue,
should be included on the appropriate linexempt organization, the copy of the apNW, Washington, D.C. 20224
on the Form 3115. plication must be addressed to the Com-  (7) No user fee A user fee is not re-
(b) If a taxpayer is authorizedmissioner of Internal Revenue, Attentionguired for an application filed under this
under the APPENDIX of this revenueCC:DOM:IT&A (Automatic Rulings revenue procedure, and, except as pro-
procedure to file a statement in lieu of &ranch), P.O. Box 7604, Benjaminvided in section 6.02(6)(c)(ii) of this rev-
Form 3115, the taxpayer must include thEranklin Station, Washington, D.C. 20044nue procedure, the receipt of an applica-
taxpayer’s name and employer identificafor, in the case of a designated private déon filed under this revenue procedure
tion number (or social security number ifdivery service: Commissioner of Internalwill not be acknowledged.
the case of an individual) at the top of th®evenue, Attention: CC:DOM:IT&A (8) Single application for certain
first page of the statement underneath arffdutomatic Rulings Branch), 1111 Con-consolidated groups.A parent corpora-

other required label. stitution Avenue, NW, Washington, D.C.tion may file a single application to
(4) Signature requirementsThe ap- 20224). change an identical method of accounting
plication must be signed by, or on behalf (b) For an exempt organization,on behalf of more than one member of a

of, the taxpayer requesting the change ke copy of the application must be adeonsolidated group. To qualify, the tax-

an individual with authority to bind the dressed to the Assistant Commissiongrayers in the consolidated group must be
taxpayer in such matters. For example, gitmployee Plans and Exempt Organizanembers of the same affiliated group
officer must sign on behalf of a corporations), Attention: E:EO, P.O. Box 120,under § 1504(a) that join in the filing of a

tion, a general partner on behalf of a sta®enjamin Franklin Station, Washington,consolidated tax return, and they must be
law partnership, a member-manager ob.C. 20044 (or, in the case of a desigehanging from the identical present

behalf of a limited liability company, a nated private delivery service: Assistaniethod of accounting to the identical pro-
trustee on behalf of a trust, or an individCommissioner (Employee Plans and Exposed method of accounting. All aspects
ual taxpayer on behalf of a sole propriempt Organizations), Attention: E:EOQ,of the change in method of accounting,
etorship. If the taxpayer is a member of 4111 Constitution Avenue, NW, Washing-including the present and proposed meth-

consolidated group, an application subton, D.C. 20224). ods, the underlying facts, and the author-
mitted on behalf of the taxpayer must be (c) The copy of the applicationity for the change, must be identical, ex-
signed by a duly authorized officer of themay also be hand delivered: cept for the § 481(a) adjustmenSee
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section 15.07(3) of Rev. Proc. 98-1the application with the national office totor must attach to the application a state-
1998-1 I.R.B. at 54 (or any successorghange a method of accounting under thiment from the district director consenting
for the information required to be submitrevenue procedure during the 120-day pée the change. The taxpayer must provide
ted with the application. riod following the date an examinationa copy of the application to the district di-
.03 Taxpayer under examination. ends (the “120-day window”), regardlessector at the same time it files a copy of
(1) In general. Except as otherwise of whether a subsequent examination hake application with the national office.
provided in the APPENDIX of this rev- commenced. This 120-day window is noThe application must contain the name(s)
enue procedure (see, for example, seavailable if the method of accounting theand telephone number(s) of the examin-
tions 4.01, 5.04, 8.05, 9.02, 10A.01taxpayer is changing is an issue undeng agent(s).
12.01, and 12.02 of the APPENDIX ofconsideration at the time a copy of the ap- .04 Taxpayer before an appeals office.
this revenue procedure), a taxpayer that @ication is filed or an issue the examiningexcept as otherwise provided in the AP-
under examination may file an applicatioragent(s) has placed in suspense at the tiRENDIX of this revenue procedure (see,
to change a method of accounting undehe copy of the application is filed. for example, sections 4.01, 5.04, 8.05,
section 6 of this revenue procedure only if (b) A taxpayer changing a method.02, 10A.01, 12.01, and 12.02 of the AP-
the taxpayer is within the provisions ofof accounting under this 120-day windowPENDIX of this revenue procedure), a
section 6.03(2) (90-day window), 6.03(3)must provide a copy of the application tdaxpayer that is before an appeals office
(120-day window), or 6.03(4) (district di-the examining agent(s) for any examinamust attach to the application a separate
rector consent) of this revenue procedurdion that is in process at the same time #tatement signed by the taxpayer certify-
A taxpayer that files an application befiles the copy of the application with theing that, to the best of the taxpayer’s
yond the time periods provided in the 90national office. The application mustknowledge, the same method of account-
day and 120-day windows is not eligiblecontain the name(s) and telephone nunmg is not an issue under consideration by
for the automatic extension of time ander(s) of the examining agent(s). The taxhe appeals office. The taxpayer must
will not be granted an extension of time tgayer must attach to the application a seprovide a copy of the application to the
file under § 301.9100, except in unusuarate statement signed by the taxpayeppeals officer at the same time it files a
and compelling circumstances. certifying that, to the best of the tax-copy of the application with the national
(2) 90-day window period. payer’'s knowledge, the same method ddffice. The application must contain the
(a) A taxpayer may file a copy of accounting is not an issue under considenrame and telephone number of the ap-
the application with the national office toation or an issue placed in suspense by tpeals officer.

change a method of accounting under thexamining agent(s). .05 Taxpayer before a federal court.
revenue procedure during the first 90-  (4) Consent of district director. Except as otherwise provided in the AP-
days of any taxable year (the “90-day (a) A taxpayer under examinationPENDIX of this revenue procedure (see,

window”) if the taxpayer has been undemay change its method of accountindor example, sections 4.01, 5.04, 8.05,
examination for at least 12 consecutiveinder this revenue procedure if the dis9.02, 10A.01, 12.01, and 12.02 of the AP-
months as of the first day of the taxablérict director consents to the change. ThEENDIX of this revenue procedure), a
year. This 90-day window is not avail-district director will consent to the changdaxpayer that is before a federal court
able if the method of accounting the taxunless, in the opinion of the district direcimust attach to the application a separate
payer is changing is an issue under comer, the method of accounting to bestatement signed by the taxpayer certify-
sideration at the time the copy of the&ehanged would ordinarily be included asng that, to the best of the taxpayer’s
application is filed or an issue the examinan item of adjustment in the year(s) foknowledge, the same method of account-
ing agent(s) has placed in suspense at tivhich the taxpayer is under examinationing is not an issue under consideration by
time the copy of the application is filed. For example, the district director will the federal court. The taxpayer must pro-
(b) A taxpayer changing a methodconsent to a change from a clearly peride a copy of the application to the coun-
of accounting under this 90-day windowmissible method of accounting. The dissel for the government at the same time it
must provide a copy of the application tdrict director will also consent to a changdiles a copy of the application with the na-
the examining agent(s) at the same timefitom an impermissible method of ac-+ional office. The application must con-
files the copy of the application with thecounting where the impermissible methodiain the name and telephone number of
national office. The application mustwas adopted subsequent to the yeatlse counsel for the government.
contain the name(s) and telephone numander examination. The question of .06 Compliance with provisionslf a
ber(s) of the examining agent(s). The taxwhether the method of accounting fromaxpayer to which this revenue procedure
payer must attach to the application a seprhich the taxpayer is changing is permisapplies changes to a method of account-
arate statement signed by the taxpaysible or was adopted subsequent to theg without complying with all the applic-
certifying that, to the best of the tax-years under examination may be referreable provisions of this revenue procedure
payer’s knowledge, the same method db the national office as a request for teci{for example, the taxpayer changes to a
accounting is not an issue under considenical advice under the provisions of Revmethod of accounting that varies from the

ation or an issue placed in suspense by tReoc. 98—2 (or any successor). applicable accounting method described
examining agent(s). (b) A taxpayer changing a methodn this revenue procedure or the taxpayer
(3) 120-day window period. of accounting under this revenue proces outside the scope of this revenue proce-

(a) A taxpayer may file a copy of dure with the consent of the district direcdure), the taxpayer has initiated a change

December 21, 1998 24 1998-51 I|.R.B.



in method of accounting without obtain-vice may change a taxpayer’'s method of (5) the taxpayer to whom consent
ing the consent of the Commissioner aaccounting for the same item for taxablevas granted acted in good faith in relying
required by 8§ 446(e). Upon examinationyears prior to the year of change if there isn the consent, and applying the change
a taxpayer that has initiated an unauth@ny pending or future criminal investiga-or modification retroactively would be to
rized change in method of accountingion or proceeding concerning (a) directhythe taxpayer’s detriment.

may be denied the change. Alternativelyor indirectly, any issue relating to the tax-

such a taxpayer may be required to effegayer’s federal tax liability for any tax- SECTION 9. REVIEW BY DISTRICT

the change in an earlier or later taxablable year prior to the year of change, dP!RECTOR

year and may be denied the benefit ob) the possibility of false or fraudulent 1 |, general. The district director
spreading the § 481(a) adjustment ovestatements made by the taxpayer with req st apply a change in method of ac-
the number of taxable years otherwisspect to any issue relating to its feder%ounting made in compliance with all the
prescribed by this revenue procedure. tax liability for any taxable year prior to applicable provisions of this revenue pro-

SECTION 7. AUDIT PROTECTION the year of change. cedure in determining the taxpayer’s lia-

FOR TAXABLE YEARS PRIORTO ~ SECTION 8. EFFECT OF CONSENT  Pility, unless the district director recom-
YEAR OF CHANGE mends that the change in method of

.01 In general. A taxpayer that accounting should be modified or re-
.01 In general. Except as provided in changes to a method of accounting puroked. (See section 6.06 of this revenue
section 7.02 or the APPENDIX of thissuant to this revenue procedure may kh@ocedure if a change in method of ac-
revenue procedure, when a taxpayeaequired to change or modify that methodounting is made without complying with
timely files a copy of the application withof accounting for the following reasons: all the applicable provisions of this rev-
the national office in compliance with all (1) the enactment of legislation; enue procedure.) The district director will
the applicable provisions of this revenue (2) a decision of the United Statesascertain if the change in method of ac-
procedure, the Service will not require th&upreme Court; counting was made in compliance with all
taxpayer to change its method of account-  (3) the issuance of temporary or finathe applicable provisions of this revenue
ing for the same item for a taxable yearegulations; procedure, including whether:
prior to the year of change. (4) the issuance of a revenue ruling, (1) the representations on which the
.02 Exceptions. revenue procedure, notice, or other statehange was based reflect an accurate
(1) Change not made or made im-ment published in the Internal Revenustatement of the material facts;
properly. The Service may change a taxBulletin; (2) the amount of the § 481(a) ad-
payer’'s method of accounting for prior (5) the issuance of written notice tgustment was properly determined;
taxable years if (a) the taxpayer fails tahe taxpayer that the change in method of  (3) the change in method of account-
implement the change, (b) the taxpayesccounting was not in compliance with aling was implemented in compliance with
implements the change but does not conthe applicable provisions of this revenuall the applicable provisions of this rev-
ply with all the applicable provisions of procedure or is not in accord with the curenue procedure.
this revenue procedure, or (c) the methoant views of the Service; or The district director will also ascertain
of accounting is changed or modified be-  (6) a change in the material facts omvhether:
cause there has been a misstatementwhich the consent was based. (4) there has been any change in the
omission of material facts (see section .02 Retroactive change or modifica-material facts on which the change was
8.02(2) of this revenue procedure). tion. Except in rare or unusual circum-based during the period the method of ac-
(2) Change in sub-methodl'he Ser- stances, if a taxpayer that changes iunting was used; and
vice may change a taxpayer’'s method ahethod of accounting under this revenue (5) there has been any change in the
accounting for prior taxable years if theprocedure is subsequently required undepplicable law during the period the
taxpayer is changing a sub-method of asection 8.01 of this revenue procedure tmethod of accounting was used.
counting within the method. For exam-change or modify that method of account- .02 National office consideration.If
ple, an examining agent may propose timg, the required change or modificatiorthe district director recommends that a
terminate the taxpayer’s use of the LIFQwill not be applied retroactively, providedchange in method of accounting (other
inventory method during a prior taxablethat: than the § 481(a) adjustment) made in
year even though the taxpayer changes its (1) the taxpayer complied with all compliance with all the applicable provi-
method of valuing increments in the curthe applicable provisions of this revenuaions of this revenue procedure should be

rent year. procedure; modified or revoked, the district director
(3) Prior year Service-initiated (2) there has been no misstatementill forward the matter to the national of-
change. The Service may make adjust-or omission of material facts; fice for consideration before any further

ments to the taxpayer’s returns for the  (3) there has been no change in thaction is taken. Such a referral to the na-
same item for taxable years prior to thenaterial facts on which the consent wasonal office will be treated as a request for

requested year of change to reflect a pridrased; technical advice, and the provisions of
year Service-initiated change. (4) there has been no change in thRev. Proc. 98-2 (or any successor) will be
(4) Criminal investigation. The Ser- applicable law; and followed.

1998-51 I|.R.B. 25 December 21, 1998



SECTION 10. REVIEW BY NATIONAL provided in section 10.04(2) of this revprocedure and the change in method of
OFFICE enue procedure, if the national office deaccounting is within the scope of this rev-
o i termines that a taxpayer has changed ighue procedure.

:01 In general. Any application filed ethqq of accounting without complying .02 Transition rules. f a taxpayer filed
under this revenue procedure may be it gl the applicable provisions of thisan application or ruling request with the
viewed by the national office. If the apeyenue procedure, the national officeiational office to make a change in
plication is reviewed by the national of-ij| notify the taxpayer that consent tomethod of accounting authorized by this
fice, the procedures in sections 10.02\ake the change in method of accountingsvenue procedure, and the application or
through 10.04 of this revenue procedurg not granted. See section 6.06 of thiguling request is pending with the national
apply. — revenue procedure. office on December 21, 1998, the tax-

02 Incomplete application—21 day —(2) application changed.If the na- payer may make the change under this
rule. If the Service reviews an applicatjong| office determines that a taxpayefevenue procedure. However, the na-
tion and determines that the application ifas changed its method of accountingonal office will process the application
not properly completed in accordancithout complying with all the applicable o ruling request in accordance with the
with the instructions of the Form 3115 ofyroyisions of this revenue procedure, th@uthority under which it was filed, unless
the provisions of this revenue procedur,ational office, in its discretion, May prior to the later of February 1 i999 or
or if supplemental information is neededgjiw the taxpayer (a) to make approprithe jssuance of the letter ruling’; gran:[ing
the Service will notify the taxpayer. Theate adjustments to conform its change ig; denying consent to the change, the tax-
notification will specify the information method of accounting to the applicabl%ayer notifies the national office, that it
that needs to be provided, and the tayoyisions of this revenue procedure, angants to make the chanae under this rev-
payer will be permitted 21 days from thep) to make conforming amendments tan e procedure. I thegtax ayer timel
date of the notification to furnish the necany federal income tax returns filed fornotifies the national office tha?t i%lwants toy
essary information. The Service reservage year of change and subsequent taxa ke the method chanae under this rev-
the right to impose shorter reply periods i{,ears. Any application changed undef 1o orocedure. th ngti nal office wil
subsequent requests for additional infolsection 10.04(2) of this revenue procer'equueirg ;Zet:x;féyeretoamgkg aopp?c?priate

mation are made. An extension of the 21qyre is subject to review by the district di-
; ich i i . . . . modifications to the application or rulin
day period to furnish information, not torector as provided in section 9 of this rev PP g

exceed 15 days, may be granted to a tagnye procedure. request to comply with the applicable pro-

payer. A request for an extension of the vi.s.ions of this revenue procedure. Iq ad-
21-day period must be made in writingSECTION 11. APPLICABILITY OF dition, any user fee that was submitted

and submitted within the 21-day periodREV. PROCS. 98—1 AND 984 with the application or ruling request will

If the extension request is denied, there is be returnedl to the taxpayer.
no right of appeal. Rev. Procs. 98-1 and 98—4 (or any suc- 03 Special rules.

.03 Conference in the national office.;:iE:dsl(jrr]sd)eratrr?i sari?/g%izlErgie?jﬁj?gciglzns (1) Chaqge in method of accounting
If the national office tentatively deter-g o ovclided or overridden b;%r depreciation. For a change in method
mines that the taxpayer has changed %}her bublished guidance (including th of accounting described in section 2.01 or
method of accounting without complyingg & " o1 S S document) ©.02 of the APPENDIX of this revenue
with all the applicable provisions of this>" P * procedure, this revenue procedure is ef-

revenue procedure (for example, the ta¥SECTION 12. INQUIRIES fective for applications or copies of appli-

payer changed to a method of accounting cations filed with the national office on or
that varies from the applicable accounting !nquiries regarding this revenue proceafter December 21, 1998.

method described in this revenue procélure may be addressed to the Commis-  (2) Change in method of accounting
dure or the taxpayer is outside the scopgoner of Internal Revenue, Attention:o discontinue the mark-to-market method
of this revenue procedure), the nationdfC:DOM:IT&A, 1111 Constitution Av- of accounting.For a change in method of
office will notify the taxpayer of its tenta- €nue, NW, Washington, D.C. 20224.  accounting described in section 10A.01 of

tive adverse determination and will offersc1ioN 13. EFFECTIVE DATE the APPENDIX of this revenue proce-
the taxpayer a conference of right, if the dure, this revenue procedure is effective
taxpayer has requested a conference. For.01 In general. Except as provided in for the taxpayer’s first taxable year end-
conference procedures for taxpayers otheections 13.02 and 13.03 of this revenu8g after July 22, 1998.
than exempt organizations, see section Jocedure, this revenue procedure is ef- (3) Change in method of accounting
of Rev. Proc. 98-1 (or any successorfective for taxable years ending on ofor a pool of debt instrumentsFor a
For conference procedures for exempt oafter December 21, 1998. The Servicehange in method of accounting described
ganizations, see section 12 of Rev. Prowiill return any application that is filed onin section 12.02 of the APPENDIX of this
98-4, 1998-1 I.R.B. 113 (or any succesr after December 21, 1998, if the applirevenue procedure, this revenue proce-
sor). cation is filed with the national office pur-dure is effective for the taxpayer’s first
.04 National office determination. suant to the Code, regulations, or admintaxable year beginning after August 5,
(1) Consent not grantedExcept as istrative guidance other than this revenu#997.
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SECTION 14. EFFECT ON OTHER
DOCUMENTS
, ., come Tax and Accounting).
01 Rev. P.rloc. 97-37, Is CIarIf'Gd'information regarding this revenue proce-
modified, amplified, and superseded. dure, contact Mr. Mersereau on (202)
02 Rey. Rul. 98-39, 1998-33 LR.B. 45, 4979 (not a toll-free call). For fur-
(s_ee section 8.05 of the APP_ENDIX Ofther information regarding the APPEN-
th!s revenue procgdure rggardmg COOPEE|x of this revenue procedure contact the
ative advertising), is modified. following individuals: (1) for changes in
methods of accounting under sections
2.01 and 2.02 of the APPENDIX of this
revenue procedure, Peter Friedman of the
The collections of information con- Office of Assistant Chief Counsel (Pass-
tained in this revenue procedure havghroughs and Special Industries) on (202)
been reviewed and approved by the 0622-3110 (not a toll-free call); (2) for
fice of Management and Budget in accorchanges in methods of accounting under
dance with the Paperwork Reduction Actection 2A.01 of the APPENDIX of this
(44 U.S.C. 3507) under control numbeteyenue procedure, Leslie H. Finlow of
1545-1551. the Office of Assistant Chief Counsel
An agency may not conduct or sponsOfpassthroughs and Special Industries) on
and a person is not required to respond tf’202) 622-3120 (not a toll free call); (3)
a collection of information unless the COl'for changes in methods of accounting
lection of information displays a valid under sections 5.04, 6, 12, and 13 of the
OMB control number._ L . APPENDIX of this revenue procedure,
The collections of information in this gmiam Blanchard of the Office of Assis-

SECTION 15. PAPERWORK
REDUCTION ACT

revenue pracedure are in sections 6, 1 nt Chief Counsel (Financial Institutions
and sections 2, 3, 5, 6, 7, 10, 10A, and 1and Products) on (202) 622-3950 (not a
of the APPENDIX. This information is

necessary and will be used to determintg”'free call); (4) for changes in methods

whether the taxpayer properly changed t f accounting under section 10A.01 of the
a permitted method of accounting. Th
collections of information are required for

the taxpayer to obtain consent to chang%
its method of accounting. The likely re- roducts) on (202) 622-3950 (not a toll-

spondents are the following: individuals{T€€ call); (5) for changes in methods of

farms, business or other for-profit institu-2¢counting under section 11 of the AP-
tions, nonprofit institutions, and smallPENDIX of this revenue procedure, Craig

businesses or organizations. R. Wojay of the Office of Assistant Chief

The estimated total annual reporting=ounsel (Financial Institutions and Prod-
and/or recordkeeping burden is 15,514Cts) on (202) 622-3920 (not a toll-free
hours. call); and (6) for all other sections, Mr.

The estimated annual burden per reVersereau on (202) 622-4970 (not a toll-
spondent/recordkeeper varies fram free call).
hour to & hours, depending on individual
circumstances, with an estimated average
of 1% hours. The estimated number of re-
spondents is 13,500.

The estimated annual frequency of re-
sponses is on occasion.

Books or records relating to a collec-
tion of information must be retained asSECTION 1. TRADE OR
long as their contents may become mateBUSINESS EXPENSES (§ 162) ....29
ial in the administration of any internal .01 Advances made by a lawyer
revenue law. Generally tax returns and on behalf of clients —
tax return information are confidential, as Description of change and
required by 26 U.S.C. 6103.

APPENDIX

CHANGES IN METHODS OF
ACCOUNTING TO WHICH
THIS REVENUE PROCEDURE
APPLIES

.02 Year 2000 costs —
Description of change and
SCOPB. e ettt 29

I.R.B. 27

DRAFTING INFORMATION

The principal author of this revenue
1998-51

procedure is Dwight N. Mersereau of theSECTION 2. DEPRECIATION

Office of Assistant Chief Counsel (In-OR AMORTIZATION (§ 167,

For furthed68 OR 197) .................... 29
.01 Impermissible to permissible

method of accounting for
depreciation or

amortization. . . ............ 29
(1) Description of change . . . . 29
(2)Scope . ... 29

(3) Additional requirements. . . 30
(4) Section 481(a) adjustment 31

(5) Basis adjustment ... ... .. 31
(6) Meaning of depreciation
allowable . .............. 31

.02 Permissible to permissible

method of accounting for

depreciation. . ............. 31
(1) Description of change . . . . 31
(2)Scope. ... 32
(3) Changes covered. .. ..... 32

(4) Additional requirements. . . 32
(5) Section 481(a) adjustment 33

.03 Sale or lease transactions . . 33

(1) Description of change and

SCOPE . v v v et 33
(2) Manner of making the

change................. 33
(3) No audit protection. . . .. .. 33

PPENDIX of this revenue procedure, SECTION 2A. RESEARCH

amela Lew of the Office of AssistantAND EXPERIMENTAL

hief Counsel (Financial Institutions andEXPENDITURES (§ 174) ......... 33
.01 Changes to a different

method or different

amortization period . . ... ... 33

(1) Description of change . . . . 33
(2)Scope. ... 33

(3) Manner of making the

change................. 34

(4) Additional requirement. . . . 34

(5) No audit protection. . . . . .. 34
.02 Reserved. . ............... 34

SECTION 3. CAPITAL
EXPENDITURES (§263) ......... 34
.01 Package design costs. .. ... 34

(1) Description of change and
SCOPE ..o vt 34
(2) Additional requirements. . . 34

.02 Line pack gas; cushion gas . 34

(1) Description of change
andscope .............. 34
(2) Additional requirements. . . 34

SCOPE . . v v it 29SECTION 4. UNIFORM
CAPITALIZATION (8 263A)
.01 Certain uniform capitalization

(UNICAP) methods used by
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small resellers, formerly

(2) Manner of making the

small resellers, and reseller- change................. 38
producers ................ 34 02Reserved................. 38
(1) Description of change
andscope .............. 34 SECTION 8. TAXABLE YEAR
(2) Definitions . . .. .......... 35 OF DEDUCTION (8 461) ......... 38
(3) Section 481(a) adjustment 35 .01 Timing of incurring liabilities
(4) No audit protection. . . . . .. 35 for employee compensation. 38
(5)Example................ 35 (1) Description of change
02 Reserved. . ............... 36 andscope .............. 38
(2) Amounts taken into
SECTION 5. METHODS OF account ................ 39
ACCOUNTING (§446) ........... 36 .02 Timing of incurring liabilities
.01 Cash or hybrid method to for real property taxes. . . . .. 39
accrual method. . . ......... 36 (1) Description of change . . . . 39
(1) Description of Change (2) Scope. ... 39
andscope .............. 36 (3) Amounts taken into
account . ............... 39

(2) Section 481(a) adjustment 37
(3) Change to a special method

of accounting. . .......... 37
.02 Multi-year service warranty
contracts. . ............... 37
(1) Description of change
andscope .............. 37
(2) Manner of making the
change................. 37

.03 Multi-year insurance policies
for multi-year service warranty
contracts — Description of
change and scope. . ....... 37

.03 Timing of incurring liabilities

under a workers’ compensation
act, tort, breach of contract, or

violationof law . . .......... 39
(1) Description of change
andscope .............. 39
(2) Amounts taken into
account ................ 39
.04 Timing of incurring liabilities
for payroll taxes . . ......... 39
(1) Description of change
andscope .............. 39

(2) Recurring item exception. . 39

(1) Applicability ............ 37 X
(2) Inapplicability .. ......... 37 (3) Amounts taken into
(3) Description of method . . . . 37 account ... ... 39
.04 Interest accruals on short-term -05Cooperative advertising. . ... 39
consumer loans — Rule of 78s (1) Description of change
method 37 andscope .............. 39
(1) Description of change and (2) Scope limitations
SCOPE .+ v 37 inapplicable. ............ 40
(2) Background. . EEERERERES 37 SECTION 9. INVENTORIES
(3) Manner of making the BATL) oo

SECTION 6. OBLIGATIONS
ISSUED AT DISCOUNT (8 454) ... .38
.01 Series E or EE U.S. savings

bonds.................... 38
(1) Description of change and
SCOPE ..t v it 38
(2) Manner of making the
change................. 38
02 Reserved. ................ 38

SECTION 7. PREPAID

.01 Cash discounts —

Description of change and

SCOPE. . oo e 40
.02 Estimating inventory
“shrinkage” .............. 40
(1) Description of change
andscope .............. 40
(2) Scope limitations
inapplicable. . ........... 40
(3) Additional requirements. . . 40
(4) Audit protection. . . ....... 40
(5) Future change. . ......... 40

SUBSCRIPTION INCOME(E 455) .. 38 SECTION 10. LAST-IN, FIRST-OUT

.01 Prepaid subscription income 38
(1) Description of change and
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(LIFO) INVENTORIES (8 472) . .. .. 40
.01 Change from the LIFO
inventory method . . ........ 40

28

(1) Description of change

andscope .............. 40
(2) Limitation on LIFO
election ................ 41

(3) Effect of subchapter S
election by corporation. . . . 41
(4) Additional requirements. . . 41
.02 Determining the cost of used
vehicles purchased or taken

asatrade-in.............. 41
(1) Description of change

andscope .............. 41
(2) Manner of making the

change................. 41

.03 Alternative LIFO inventory

method for retail automobile
dealers. . ................. 41
(1) Description of change
andscope .............. 41
(2) Manner of making the
change................. 41

.04 Inventory price index
computation (IPIC) method
under the LIFO inventory

method. . ................. 42
(1) Description of change
andscope .............. 42
(2) Manner of making the
change................. 42
(3) Bargain purchase . ....... 42

.05 Determining current-year
cost under the LIFO inventory

method. . ................. 42
(1) Description of change

andscope .............. 42
(2) Manner of making the

change................. 42

SECTION 10A. MARK-TO-

MARKET ACCOUNTING

METHOD FOR DEALERS IN

SECURITIES (8475) .. ........... 42
.01 Discontinuing the mark-to-
market method of accounting
for nonfinancial customer
paper.................... 42
(1) Description of change
andscope .............. 42
(2) Additional Requirements. . 43
(3) No audit protection. . . . . .. 43
.02 Reserved. ................ 43
SECTION 11. BANK RESERVES
FOR BAD DEBTS (§585) ......... 43

.01 Changing from the § 585
reserve method to the § 166
specific charge-off method. . 43
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(1) Description of change .02 Year 2000 costs — Description oing, the taxpayer has not taken into ac-
andscope .............. 43 change and scop€lhis change applies to count any depreciation allowance or has
(2) Section 481(a) adjustment 43 a taxpayer that wants to change itkaken into account some depreciation but
(3) Change from § 585 required method of accounting for Year 2000 costkess than or more than the depreciation al-
when electing S corporation (as defined in Rev. Proc. 97-50, 1997-®wable (claimed less than or more than

status . .. ... 43 C.B. 525) to conform to the method dethe depreciation allowable);
02 Reserved. ................ 43 scribed in section 3 of Rev. Proc. 97-50. (if) for which depreciation is
Section 3 of Rev. Proc. 97-50 providesletermined under § 167, 168, 197, or 168
SECTION 12. ORIGINAL ISSUE that Year 2000 costs fall within theprior to its amendment in 1986 (former
DISCOUNT (88§ 1272; 1273) ....... 43purview of Rev. Proc. 69-21, 1969-2X 168); and
.01 De minimis original issue C.B. 303, and that the Service will not (iii) that is owned by the tax-
discount (OID) .. .......... 43 disturb a taxpayer’s treatment of its Yeapayer at the beginning of the year of
(1) Description of change 2000 costs as deductible expenses or caghange.
andscope .............. 43 tal expenditures if the taxpayer treats (b) Inapplicability. This change
(2) Manner of making the these costs in accordance with Rev. Progoes not apply to:
change................. 43 69-21. (i) any property to which
(3) Additional requirements. . . 44 § 1016(a)(3) (regarding property held by
(4) No audit protection. . . . . . . 44 SECTION 2. DEPRECIATION OR a tax-exempt organization) applies;
02 Pool of debt instruments. . . . 44 AMORTIZATION (8 167, 168, OR 197) (i) any taxpayer that is subject

to 8 263A and that is required to capitalize

-01 Impermissible to permISSIbIethe costs with respect to which the tax-

methqd o_f accounting for depreciation Orpayer wants to change its method of ac-
amortization.

counting under section 2.01 of this AP-

1) Descr.iption of changg. PENDIX, if the taxpayer is not
(a) This change applies to a tax-

(1) Description of change
andscope .............. 44
(2) Additional requirements. . . 44

SECTION 13. SHORT-TERM

capitalizing the costs as required;
OBLIGATIONS (§ 1281) .......... 44 hayer that wants to change from an imper- P (ﬁi) any intangit()qle property
.01 Interest income on short-term  yissible method of accounting for depreg pioct to § 167, except for property sub-
obligations ............... 44 ciation or amortization (depreciation)ie ot 1o § 167(f) ’(re arding certain proo-
(1) Description of change | g g prop

4 under whigh _the taxpayer did not clgir’r_]?rty echugIed from § 197); |

the depreciation allowable, to a permissi (iv) any property subject to
ble metho-d of accounting for.depre.matlo% 167(g) (regarding property depreciated
under which the taxpayer will claim the ,qer the income forecast method):
depreciation allowable. ’ (v) any § 1250 property that a
_ (b) A change from a taxpayer'siaypayer is reclassifying to an asset class
impermissible method of accounting folot Rey. Proc. 87-56, 1987—2 C.B. 674, or
depreciation under which the taxpayer digkey. proc. 83-35, 1983-1 C.B. 745, as
not c!aim the depreciation alloyvable to &ppropriate, that does not explicitly in-
permissible method of accounting for degjyde § 1250 property (for example, asset

andscope .............. 4
(2) Section 481(a) adjustment
period.................. 45
.02 Stated interest on short-term
loans of cash method banks
in the Eighth Circuit. . .. .. .. 45
(1) Description of change
andscope .............. 45
(2) Section 481(a) adjustment

'p\)lerlo?' """" T 445 preciation under which the taxpayer willgjass 57.0, Distributive Trades and Ser-
(3) No ruling protection. ... .. S claim the depreciation allowable is ajices):
change in method of accounting for which (vi) any property for which a
SECTION 1. TRADE OR BUSINESS the Consent.Of the Commissioner is relaxpayer is revoking a t|me|y valid elec-
EXPENSES (8§ 162) quired. Sections 1.167(e)-1(a) and 1.44Gjon, or making a late election, under

1(e)(2)(ii)(b). This method change, how-g 167, 168, former § 168, or § 13261(g)-
.01 Advances made by a lawyer on beever, does not include any correction of2) or (3) of the Revenue Reconciliation

half of clients — Description of changemathematical or posting errors. Sectiolct of 1993 (1993 Act), 1993-3 C.B. 1,

and scope. This change applies to al.446-1(e)(2)(ii)(b). 128 (relating to amortizable § 197 intan-
lawyer handling cases on a contingent fee  (2) Scope. gibles). A taxpayer may request consent
basis that advances money to pay for (a) Applicability. This change ap- to revoke or make the election by submit-

costs of litigation or for other expenses oplies to any taxpayer that has used an infing a request for a letter ruling under
behalf of clients and that wants to changgermissible method of accounting for deRev. Proc. 98-1, 1998-1 I.R.B. 7 (or any
the method of accounting for such adpreciation in at least the two taxable yearsuccessor);

vances from treating them as deductiblenmediately preceding the year of change, (vii) any property subject to §
business expenses to treating them asd is changing that accounting method t067 (other than § 167(f), regarding certain
loans. See Boccarde. United States]12 a permissible method of accounting foproperty excluded from § 197), for which
Cl. Ct. 184 (1987)Canelov. Commis- depreciation, for any item of property:  a taxpayer is changing only the estimated
sioner,53 T.C. 217 (1969)aff'd per cu- (i) for which, under the tax- useful life of the property. A change in
riam, 447 F.2d 484 (9th Cir. 1971). payer’s impermissible method of accountthe estimated useful life of property for
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which depreciation is determined undeAPPENDIX does not apply) and the maktaxpayer has more than one business or
§ 167 (other than § 167(f)) must be madmg of an election under § 168(f)(1) to deincome-producing activity, a statement
prospectively $ee for example, preciate this property under the unit-ofdescribing the taxpayer’s business or in-
§ 1.167(b)-2(c)). (In contrast, sectiorproduction method of depreciation undecome-producing activity in which the
2.01 of this APPENDIX generally applies§ 167); item of property at issue is primarily used
to a change in the recovery period of (xiii) any change in method of by the taxpayer;
property for which depreciation is deteraccounting for an item of income or de- (i) to the extent not provided
mined under § 168 or former § 168); duction other than depreciation, even if @lsewhere on the application, a statement
(viii) any depreciable property taxpayer’s present method of accountingf the facts and law supporting the new
that changes use but continues to bmay have resulted in the taxpayer claimmethod of accounting, new classification
owned by the same taxpayer (see, for exag less than or more than the depreciaf the item of property, and new asset
ample, § 168(i)(5)); tion allowable. For example, a change iclass in, as appropriate, Rev. Proc. 87-56
(ix) any property for which de- method of accounting involving: or Rev. Proc. 83-35. If the taxpayer is the
preciation is determined in accordance (A) a change in inventory owner and lessor of the item of property
with 8 1.167(a)-11 (regarding the Classosts (for example, when property is reat issue, the statement of the facts and law
Life Asset Depreciation Range Systentlassified from inventory property to de-supporting the new asset class also must
(ADR)); preciable property, or vice versa) (but sedescribe the business or income-produc-
(x) any change in method of ac-section 3.02 of this APPENDIX for mak-ing activity in which that item of property
counting involving a change from deducting a change from inventory property tds primarily used by the lessee;
ing the cost or other basis of any propertgiepreciable property for unrecoverable (iv) to the extent not provided
as an expense to capitalizing and depredine pack gas or unrecoverable cushioalsewhere on the application, a statement
ating the cost or other basis; gas); or identifying the year in which the item of
(xi) any change in method of (B) a change in the charactemproperty was placed in service;
accounting involving a change from oneof a transaction from sale to lease, or vice (v) if the item of property is de-
permissible method of accounting for theversa (but see section 2.03 of this APpreciated under former § 168, a statement
property to another permissible method dPENDIX for making this change); or identifying the asset class in Rev. Proc.
accounting for the property. For example: (xiv) a change from determin-83-35 that applies under the taxpayer’s
(A) a change from the ing depreciation under § 168 to determinformer and new methods of accounting (if
straight-line method of depreciation to théng depreciation under former § 168 fonone, state and explain);
income forecast method of depreciatiomany property subject to the transition rules (vi) if any item of property is
for videocassettesSeeRev. Rul. 89-62, in § 203(b) or 204(a) of the Tax Reformpublic utility property within the meaning
1989-1 C.B. 78; or Act of 1986, 1986-3 (Vol. 1) C.B. 1, 60—of § 168(i)(10) or former § 167()(3)(A),
(B) a change from charging 80. as applicable, a statement providing that
the depreciation reserve with costs of re-  (3) Additional requirementsA tax- the taxpayer agrees to the following addi-
moval and crediting the depreciation repayer also must comply with the follow-tional terms and conditions:
serve with salvage proceeds to deductingg: (A) a normalization method
costs of removal as an expense (provided (a) Permissible depreciationof accounting (within the meaning of for-
the costs of removal are not required to bmethod. Ataxpayer must change to a pemer 8 167(1)(3)(G), former § 168(e)-
capitalized under any provision of themissible method of accounting for depre¢3)(B), or § 168(i)(9), as applicable) will
Code, such as § 263(a)) and including satiation for the item of property. Thisbe used for the public utility property sub-
vage proceeds in taxable income (see sawethod is the same method that detefect to the application;
tion 2.02 of this APPENDIX for making mines the depreciation allowable for the (B) as of the beginning of the
this change for property for which depreitem of property (as provided in sectioryear of change, the taxpayer will adjust its
ciation is determined under § 167); 2.01(6) of this APPENDIX). deferred tax reserve account or similar re-
(xii) any change in method of (b) Statements required. A tax-serve account in the taxpayer’s regulatory
accounting involving both a change fronpayer must provide the following state-ooks of account by the amount of the de-
treating the cost or other basis of the propnents, if applicable, and attach them téerral of federal income tax liability asso-
erty as nondepreciable property to treathe completed application: ciated with the § 481(a) adjustment ap-
ing the cost or other basis of the property (i) a detailed description of theplicable to the public utility property
as depreciable property and the adoptidiormer and new methods of accountingsubject to the application; and
of a method of accounting for depreciaA general description of these methods of (C) within 30 calendar days
tion requiring an election under § 167accounting is unacceptable (for exampleaf filing the federal income tax return for
168, former § 168, or § 13261(g)(2) or (3MACRS to MACRS or erroneous methodhe year of change, the taxpayer will pro-
of the 1993 Act (for example, a change imo proper method); vide a copy of the completed application
the treatment of the space consumed in (i) to the extent not provided to any regulatory body having jurisdiction
landfills placed in service in 1990 fromelsewhere on the application, a statementer the public utility property subject to
nondepreciable to depreciable propertgescribing the taxpayer’s business or irthe application;
(assuming section 2.01(2)(c)(xiii) of thecome-producing activities. Also, if the (vii) if the taxpayer is changing
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the classification of an item of § 1250total amount of depreciation taken intdor property for which depreciation is de-
property placed in service after Augusaccount in computing taxable income fotermined under § 168, is determined by
19, 1996, to a retail motor fuels outlethe property under the taxpayer’s formeusing either:

under § 168(e)(3)(E)(iii), a statement conmethod of accounting, and the total (i) the general depreciation sys-
taining the following representation: “Foramount of depreciation allowable for theem in § 168(a); or
purposes of 8§ 168(e)(3)(E)(iii) of the In-property under the taxpayer’s new (ii) the alternative depreciation

ternal Revenue Code, the taxpayer repreaethod of accounting (as determinedystem in § 168(g) if the property is re-
sents that (A) 50 percent or more of thender section 2.01(6) of this APPEN-quired to be depreciated under the alterna-
gross revenue generated from the item &lX), for open and closed years prior tdive depreciation system pursuant to
§ 1250 property is from the sale of petrothe year of change. However, the amour® 168(g)(1) or other provisions of the
leum products (not including gross revof the § 481(a) adjustment must be ad=ode (for example, property described in
enue from related services, such as thested to account for the proper amount c 263A(e)(2)(A) or 280F(b)(1)). Property
labor cost of oil changes and gross rewthe depreciation allowable that is requiredequired to be depreciated under the alter-
enue from the sale of nonpetroleum prodo be capitalized under any provision ohative depreciation system pursuant to
ucts such as tires and oil filters), (B) 5@he Code (for example, § 263A) at the be§ 168(g)(1) includes property in a class
percent or more of the floor space in thginning of the year of change. (as set out in § 168(e)) for which the tax-
item of property is devoted to the sale of  (5) Basis adjustmentAs of the be- payer made a timely election under
petroleum products (not including floorginning of the year of change, the basis & 168(g)(7).
space devoted to related services, such depreciable property to which section (d) Section 197 propertyThe de-
oil changes and floor space devoted t@.01 of this APPENDIX applies must re-preciation allowable for any taxable year
nonpetroleum products such as tires arftect the reductions required by 8&for an amortizable § 197 intangible (in-
oil filters), or (C) the item of § 1250 prop-1016(a)(2) for the depreciation allowablecluding any property for which a timely
erty is 1,400 square feet or less.”; and  for the property (as determined under seelection under 8 13261(g)(2) of the 1993
(viii) if the taxpayer is changing tion 2.01(6) of this APPENDIX). Act was made) is determined by using the
the classification of an item of property (6) Meaning of depreciation allow- straight-line method over a 15-year pe-
from § 1250 property to § 1245 propertyable. riod.
under § 168 or former § 168, a statement (@) In general. Section 2.01(6) of (e) Former § 168 property.The
of the facts and law supporting the new gis APPENDIX provides the amount ofdepreciation allowable for any taxable
1245 property classification, and a statehe depreciation allowable, determinegear for property subject to former § 168
ment containing the following representaunder § 167, 168, 197, or former § 168s determined by using either:
tion: “Each item of property that is theThis amount, however, may be limited by (i) the accelerated method of
subject of the application filed under secether provisions of the Code (for exam<¢ost recovery applicable to the property
tion 2.01 of the APPENDIX of Rev. Proc.ple, § 280F). (for example, for 5-year property, the re-
98-60 for the year of change beginning (b) Section 167 propertyGener- covery method under former § 168(b)(1));
[Insert the date], and that is reclassifiedlly, for any taxable year, the depreciatioor
from [Insert, as appropriate: nonresidemallowable for property for which depreci- (ii) the straight-line method ap-
tial real property, residential rental prop-ation is determined under § 167, is deteplicable to the property if the property is
erty, 19-year real property, 18-year reamined either: required to be depreciated under the
property, or 15-year real property] to an (i) under the depreciation straight-line method (for example, prop-
asset class of [Insert, as appropriate, airethod adopted by a taxpayer for therty described in former § 168(f)(12) or
ther: Rev. Proc. 87-56, 1987-2 C.B. 674{yroperty; or former 8 280F(b)(2)) or if the taxpayer
or Rev. Proc. 83-35, 1983-1 C.B. 745] (ii) if that depreciation method elected to determine the depreciation al-
that does not explicitly include § 1250does not result in a reasonable allowandewance under the optional straight-line
property, is § 1245 property for depreciafor depreciation or a taxpayer has nopercentage (for example, the straight-line

tion purposes.” adopted a depreciation method for thenethod in former § 168(b)(3)).
(4) Section 481(a) adjustmentBe- property, under the straight-line deprecia- .02 Permissible to permissible method
cause the adjusted basis of the property tisn method. of accounting for depreciation.

changed as a result of a method chang®r determining the estimated useful life (1) Description of change.This
made under section 2.01 of this APPENand salvage value of the property, seehange applies to a taxpayer that wants to
DIX (see section 2.01(5) of this APPEN-8§ 1.167(a)-1(b) and (c), respectivelychange from a permissible method of ac-
DIX), items are duplicated or omitted.The depreciation allowable for any tax-counting for depreciation under § 167 to
Accordingly, this change is made with a &ble year for property subject to § 167(fanother permissible method of accounting
481(a) adjustment. This adjustment mafregarding certain property excluded fronfor depreciation under § 167. Pursuant to
result in either a negative § 481(a) adjus8§ 197) is determined by using the deprecg§ 1.167(a)-7(a) and (c), a taxpayer may
ment (a decrease in taxable income) oration method and useful life prescribed imccount for depreciable property either by
positive § 481(a) adjustment (an increasg 167(f). treating each individual asset as an ac-
in taxable income). This § 481(a) adjust- (c) Section 168 propertyThe de- count or by combining two or more assets
ment equals the difference between thgreciation allowable for any taxable yeain a single account and, for each account,
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depreciation allowances are computedhanges must be made prospectively and (i) the change is applied to all
separately. are not permitted under the cited regulatems in the account for which the change
(2) Scope. tions for property for which the deprecia-is being made; and
(a) Applicability. This change ap- tion is determined under § 168 or former (i) the removal costs are not re-
plies to any taxpayer wanting to make & 168. quired to be capitalized under any provi-
change in method of accounting for de-  (3) Changes coveredSection 2.02 sion of the Code (for example, § 263(a),
preciation specified in section 2.02(3) obf this APPENDIX only applies to the fol- 263A, or 280B);

this APPENDIX for the property in an ac-lowing changes in methods of accounting (i) a change from crediting the de-
count: for depreciation: preciation reserve with the salvage pro-
(i) for which the present and (a) a change from the straight-lineceeds realized on normal retirement sales

proposed methods of accounting for demethod to the sum-of-the-years-digitdo computing and recognizing gains and
preciation specified in section 2.02(3) ofnethod, the sinking fund method, thdosses on such saleseeRev. Rul. 70—
this APPENDIX are permissible methodsunit-of-production method, or the declin-165, 1970-1 C.B. 43);
for the property under § 167; and ing-balance method using any proper per- (j) a change from crediting ordi-
(ii) that is owned by the tax- centage of the straight-line rate; nary income (including the combination
payer at the beginning of the year of (b) a change from the declining-method of crediting the lesser of esti-
change. balance method using any percentage afated salvage value or actual salvage
(b) Inapplicability. This change the straight-line rate to the sum-of-theproceeds to the depreciation reserve, with
does not apply to: years-digits method, the sinking fundany excess of salvage proceeds over esti-
(i) any taxpayer that is subjectmethod, or the declining-balance methodchated salvage value credited to ordinary
to § 263A and that is required to capitalizeising a different proper percentage of thmmcome) with the salvage proceeds real-
the costs with respect to which the taxstraight-line rate; ized on normal retirement sales, to com-
payer wants to change its method of (c) a change from the sum-of-theputing and recognizing gains and losses
accounting under section 2.02 of this APyears-digits method to the sinking fundn such salesseeRev. Rul. 70-166,
PENDIX, if the taxpayer is not capitaliz-method, the declining-balance method970-1 C.B. 44); or

ing the costs as required; using any proper percentage of the (k) a change from item accounting
(ii) any property to which straight-line rate, or the straight-linefor specific assets to multiple asset ac-
§ 1016(a)(3) (regarding property held bynethod; counting for the same assets, or vice versa.
a tax-exempt organization) applies; (d) a change from the unit-of-pro- (4) Additional requirementsA tax-
(iii) any intangible property; duction method to the straight-linepayer also must comply with the follow-
(iv) any property described in method; ing:
§ 167(f) (regarding certain property ex- (e) a change from the sinking fund (a) Basis for depreciation At the
cluded from § 197); method to the straight-line method, théeginning of the year of change, the basis

(v) any property subject to unit-of-production method, the sum-of-for depreciation of property to which this
8§ 167(g) (regarding property depreciatethe-years-digits method, or the decliningehange applies is the adjusted basis of the
under the income forecast method); balance method using any proper percentroperty as provided in § 1011 at the end

(vi) any property for which de- age of the straight-line rate; of the taxable year immediately preceding
preciation is determined under § 168 or () a change in the interest factoithe year of change (determined under the
§ 168 prior to its amendment in 1986 (forused in connection with a compound intaxpayer’s present method of accounting
mer § 168); terest method or sinking fund method; for depreciation). If applicable under the

(vii) any property that the tax- (9) a change in averaging conventaxpayer’s proposed method of account-
payer elected under § 168(f)(1) or formetion as set forth in § 1.167(a)-10(b)ing for depreciation, this adjusted basis is
§ 168(e)(2) to exclude from the applicaHowever, as specifically provided inreduced by the estimated salvage value of
tion of, respectively, § 168 or former§ 1.167(a)-10(b), in any taxable year ithe property (for example, a change to the
8§ 168; which an averaging convention substarstraight-line method).

(viii) any property for which tially distorts the depreciation allowance (b) Rate of depreciationThe rate
depreciation is determined in accordancir the taxable year, it may not be usedf depreciation for property changed to:
with § 1.167(a)-11 (regarding the ClasgseeRev. Rul. 73-202, 1973-1 C.B. 81); (i) the straight-line or sum-of-
Life Asset Depreciation Range System (h) a change from charging the dethe-years-digits method of depreciation
(ADRY)); or preciation reserve with costs of removafnust be based on the remaining useful life

(ix) any depreciable propertyand crediting the depreciation reservef the property as of the beginning of the
for which the taxpayer is changing the dewith salvage proceeds to deducting cosigear of change; or
preciation method pursuant to § 1.167(e)ef removal as an expense and including (ii) the declining-balance
1(b) (change from declining-balancesalvage proceeds in taxable income as seethod of depreciation must be based on
method to straight-line method),forthin § 1.167(a)-8(e)(2)SeeRev. Rul. the useful life of the property measured
8§ 1.167(e)-1(c) (certain changes for4-455, 1974-2 C.B. 63. This changdyrom the placed-in-service date, and not
§ 1245 property), or § 1.167(e)-1(d) (cerhowever, may be made under this revenube expected remaining life from the date
tain changes for § 1250 property). Thesprocedure only if: the change becomes effective.
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(c) Regulatory requirementsFor (i) a taxpayer that holds assetgprovides that the expenditures to which §
changes in method of depreciation to thfor sale or lease, if any asset so held is nd¥4 applies may relate either to a general
sum-of-the-years-digits or declining-bal-the subject of a sale or lease transaction essearch program or to a particular pro-
ance method, the property must meet thaf the beginning of the year of change. ject.
requirements of § 1.167(b)-0 or 1.167(c)—  (2) Manner of making the change. (c) If a taxpayer has not treated re-
1, as appropriate. (a) The change in method of acsearch and experimental expenditures as

(d) Public utility property If any counting under section 2.03 of this APexpenses under § 174(a), 88 174(a)(2)(B)
item of property is public utility property PENDIX is made using a cut-off methodand 1.174-3(b)(2) provide that the tax-
within the meaning of former and applies to transactions entered into grlyer may, with consent, adopt the ex-
§ 167(1)(3)(A), the taxpayer must attachor after the beginning of the year ofoense method at any time.
to the application a statement providinghange. Seesection 2.06 of this revenue (d) If a taxpayer has treated re-
that the taxpayer agrees to the followingrocedure. search and experimental expenditures as
additional terms and conditions: (b) If a taxpayer wants to changeexpenses under § 174(a), 88 174(a)(3)

(i) a normalization method of jts method of accounting for existing sal@nd 1.174-3(b)(3) provide that the tax-
accounting within the meaning of formeror |ease transactions, the taxpayer muBgyer may, with consent, change to a dif-
§ 167(1)(3)(G) will be used for the publicfile an application with the Commissionerferent method of treating research and ex-
utility property subject to the application;in accordance with the requirements oferimental expenditures.

and 1.446-1(e)(3)(i) and Rev. Proc. 97-27. A (e) If a taxpayer has treated re-
(i) within 30 calendar days of change involving existing sale or leasé€arch and experimental expenditures as

filing the federal income tax return for theyransactions will require a § 481(a) adjustdeferred expenses under § 174(b),

year of change, the taxpayer will providgnent. Consent to change a method of a8 174(b)(2) and 1.174-4(b)(2) provide

a copy of the completed application tqgynting for an existing sale or leaséhat the taxpayer may, with consent,

any regulatory body having jurisdictionyansaction is granted only in unusual anghange to a different method of treating

over the public utility property subject tocompelling circumstances. research or experimental expenditures or

the application. (3) No audit protection.A taxpayer to a different period of amortization for
(5) Section 481(a) adjustmenBe- yoes not receive audit protection undefieferred expenses.

cause the adjusted basis of the property é$.tion 7 of this revenue procedure in (2) Scope.
not changed as a result of a methogd;nnection with this change. (a) Applicability. This change ap-

change made under section 2.02 of this plies to any taxpayer that is changing:

APPENDIX, no items are being dupli-SECTION 2A. RESEARCH AND (i) from treating research and

cated or omitted. Accordingly, theEXPERIMENTAL EXPENDITURES experimental expenditures for a particular

§ 481(a) adjustment is zero. (8174) project or projects as expenses under
.03 Sale or lease transactions. ) § 174(a) to treating such expenditures as

(1) Description of change and scope. 01 Changes to a different method ofyeferred expenses under § 174(b), or vice
(a) Applicability. This change ap- different amortization period. versa,;
plies to a taxpayer that wants to change its (1) Description of change. (i) to a different period of
method of accounting from: () This change applies to a taxamortization for research and experimen-

(i) improperly treating property Payer that wants to change the treatmegd| expenditures for a particular project or
as sold by the taxpayer to properly treaf €xpenditures that qualify as researcBrojects that are being treated as deferred
ing property as leased by the taxpayer; and experimental expenditures undegypenses under § 174(b); or

(ii) improperly treating property 8 174. (iii) from treating research and
as leased by the taxpayer to properly (b) Section 174 and the regulaexperimental expenditures for a particular
treating property as sold by the taxpayertions thereunder provide the specific ruleproject or projects as expenses under

(iii) improperly treating prop- for changing a method of accountingg 174(a) or deferred expenses under
erty as purchased by the taxpayer to propnder 8 174 for research and experimentgl174(b) to treating such expenditures as a
erly treating property as leased by the tasexpenditures. Under § 174, a taxpayefapital expenditure under § 263(a), or
payer; and may treat research and experimental exice versa.

(iv) improperly treating prop- penditures that are paid or incurred by the (b) Scope limitations clarified.
erty as leased by the taxpayer to properkgxpayer during the taxable year in conThe scope limitation under section
treating property as purchased by the taxection with the taxpayer’s trade or busi4.02(6) of this revenue procedure is ap-
payer. ness as expenses under § 174(a) or as @éied on a project by project basis.

(b) Inapplicability. This change ferred expenses amortizable ratably over (c) Inapplicability. This change
does not apply to: a period of not less than 60 months undefoes not apply to:

(i) a rent-to-own dealer that§ 174(b). Pursuantto § 1.174-1, research (i) a portion of the research and
wants to change its method of accountingnd experimental expenditures that arexperimental expenditures paid or in-
for rent-to-own contracts described imot treated as expenses or deferred egurred for a particular project during the
section 3 of Rev. Proc. 95-38, 1995-penses under § 174 must be treated gsar of change or in subsequent taxable
C.B. 397; or capital expenditures. Further, § 1.174—%ears (that is, the change must apply to all
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of such expenditures; see 88 1.174-3(a) .02 Reserved. 3.02 of this APPENDIX must change to a
and 1.174-4(a)(5)); permissible method of accounting for de-
(i) a change in the treatment ofSECTION 3. CAPITAL preciation for the cost of that gas.

computer software costs under Rev. ProEXPENDITURES (8 263)
69-21, 1969-—-2 C.B. 303; or SECTION 4. UNIFORM

.01 Package design costs.
(iif) a change in the treatment of g g CAPITALIZATION (8 263A)

(1) Description of change and scope.
Year 2000 costs under Rev. Proc. 97-50,
1997-2 C.B. 525 (but see section 1.02
this APPENDIX for making this change).
(3) Manner of making the change.
(a) This change is made using
cut-off method and applies to all researc

(a) Applicability. This change ap- .01 Certain uniform capitalization
(Hlies to a taxpayer that wants to change i/ NICAP) methods used by small re-
method of accounting for package desiggellers, formerly small resellers, and re-
costs that are within the scope of Reseller-producers.

roc. 97-35, 1997-2 C.B. 448, to one of (1) Description of change and scope.

and experimental expenditures paid or in e three alternative methods of account- (a) Applicability. This change ap-
curred Ff)or a articulzfr roiect o? ro'ectsng for package design costs described plies to:
P Pro) PrOJECIS; o ction 5 of Rev. Proc. 97-35. The three (i) a small reseller of personal

during the year of change and in Sulz)s‘?’:l}ternative methods of accounting foproperty changing from a permissible

?hL:Sr;;f/?e);ik)elep?/:Serzﬁr(eSZi dszcglig 42(8((520ackag(_e d.esign costs described are: (UNICAP .method to a_pgrmi_ssible non-
1.174-3(a), 1.174-3(b)(2), and 1_174_I‘1e cap_nahzauqn r_netr_]od, (2) the deS|gn_UNICAP inventory capltall_zatlon_r_'nethod
4(2)(5). ' ' by—de_3|gn capitalization and 60-monthn any taxable year that it qualifies as a
(b) The requirement underamortlzafuor} m_ethod, and (3) the pool-ofsmall rese_l_ler;
§§ 1.174-3(0)(2), 1.174-3(b)(3) an(](:os_t capitalization and 48-month amorti- _ (i) a formerly_ small reseller
1.174-4(b)(2) to f}le an applicatio,n noZation method. o _ chan_gmg from a per_mls_smle non-UNI-
later than the end of the first taxable year (b) Inapplicability. This change CAP inventory capitalization method to a
in which the different method or differentdoes not apply to a taxpayer that wants feermissible UNICAP method in the first
amortization period is to be used ié:hange to the capitalization method fotaxable year that it does not qualify as a
waived for this change. However, se&osts of developing (or modifying) anysmall reseller;
section 6 of this revenue procedure for filpackagg design that has an ascertainaple (i) a rgse_ller-producer chang-
ing requirements applicable under thiéjseful life. N . ing from a perm|SS|.bIe UNICAP methpq
revenue procedure. (2) Additional requirements.If a for both its production and resale activi-
(c) The consent granted under thifaxpayer is changing its method of acties to a permissible simplified resale
revenue procedure satisfies the consefpunting for package design costs to theethod described in § 1.263A-3(d)(3) in
required under 88 174(a)(2)(B),cap_italizati_on_me_thod or the design—bya_ny tggable year that it qualifies t_o use a
174(a)(3), 174(b)(2), 1_174_3(b)(2),d_e3|gn capitalization and 60-month amor3|mpl_|f|ed resale method fo_r _b(_)th its pro-
1.174-3(b)(3), and 1.174-4(b)(2). tization method_, th_e taxpz_iyer mus_t at_tacductlon and resale act|V|t_|es und_er
(4) Additional requirementA taxpayer & Statement to its timely filed application§ 1.263A-3(a)(4) (resellers with de min-
must attach to the application a writter! "€ Statement must provide a descriptioimis production activities); or
statement providing: of each package design, the date on which (iv) a reseller-producer chang-
(a) the information required in €a@ch was placed in service, and the costg from a permissible simplified resale
§ 1.174-3(b)(2) if the taxpayer is changbasis of each (as determined under semethod described in § 1.263A~-3(d)(3) for
ing to treating research and experiment&lons 5.01(2) or 5.02(2) of Rev. Procboth its production and resale activities to
expenditures as expenses under § 174(aJ7—35). a permissible UNICAP method for both
(b) the information required in .02 Line pack gas; cushion gas. its production and resale activities in the
§ 1.174-3(b)(3) if the taxpayer is chang- (1) Description of change and scopefirst taxable year that it does not qualify to
ing from treating research and experimenthis change applies to a taxpayer thatse a simplified resale method for both its
tal expenditures as expenses undéyants to change its method of accountingroduction and resale activities under
§ 174(a); or for line pack gas or cushion gas to & 1.263A-3(a)(4).
(c) the information required in method consistent with the holding in (b) Scope limitations inapplicable.
§ 1.174-4(b)(2) if the taxpayer is changRev. Rul. 97-54, 1997-2 C.B. 23. RevAtaxpayer that wants to make this change
ing from treating research and experimerRul. 97-54 holds that the cost of line pacis not subject to the scope limitations in
tal expenditures as deferred expensegs or cushion gas is a capital expenditusection 4.02 of this revenue procedure.
method under § 174(b) or is changing to ender § 263, the cost of recoverable linelowever, if the taxpayer is under exami-
different period of amortization for re-pack gas or recoverable cushion gas is noation, before an appeals office, or before
search and experimental expendituregepreciable, and the cost of unrecoverabtefederal court, the taxpayer must provide
being treated as deferred expenses undi#re pack gas or unrecoverable cushioa copy of the application to the examining
§ 174(b). gas is depreciable under 8§ 167 and 168agent(s), appeals officer, or counsel for
(5) No audit protection.A taxpayer (2) Additional requirementsA tax- the government, as appropriate, at the
does not receive audit protection undepayer that changes its method of accourdame time that it files the copy of the ap-
section 7 of this revenue procedure iing for unrecoverable line pack gas or unplication with the national office. The ap-
connection with this change. recoverable cushion gas under sectigplication must contain the name(s) and
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telephone number(s) of the examiningng taxable years 1991 through 2000 are as shown imamortized 1995 § 481(a)

agent(s), appeals officer, or counsel fofe table below:

the government, as appropriate.

(c) Inapplicability. This change Current
does not apply to a taxpayer making a higaxable

toric absorption ratio election under e

AVERAGE Annual Gross

Receipts for the Three Taxable
Years Immediately Preceding the

Current Taxable Year

Adjustment—12/31/95 $60,000

Because X failed to satisfy the small reseller ex-
ception for 1996, X was required to continue using
the UNICAP method for its inventory costs. Fur-
thermore, X was required to include $20,000 of the

§ 1.263A-2(b)(4) or 1.263A-3(d)(4). 1991 $ 0 unamortized :_L995 positive § 481(a) adjustmen? in
(2) Definitions. 1992 5,000,000 1996 taxable income. _Assume that X was required
« " 1993 6,000,000 to add $10,000 of additional § 263A costs to the cost
(a)_ Reseller” means a ta)(pa'yer1994 7,000,000 of its 1996 ending inventory because of the
that acquires real or personal property derggs 11,000,000 $100,000 increment for 1996.
scribed in § 1221(1) for resale. 1996 11,000,000 )
(b) “Small reseller” means a re- 1997 9,000,000 X's 1996 Ending Inventory:
seller whose average annual gross re-?% 8,000,000 Beginning Inventory
ceipts for the three immediately preceding,q,, 1121,888',888 N s(a\elsvzth UNICAtP costs) $1,i%g,c())gg
taxable years (or fewer, if the taxpayer Additio”ncgfg”gg'%c%tsm 1996 '
has not been in existence during the three Furthermore, X, which adopted the dollar-value |,crement 10,000
preceding taxable years) do not exceddFO inventory method, has the following LIFO in- 1451 1996 Ending Inventory $1,300,000

$10,000,000.See§ 263A(b)(2)(B).
(c) “Formerly small reseller”

ventory balances determined without considering
the effects of the UNICAP method:

X’s Unamortized 1995 § 481(a) Adjustment:

means a reseller that no longer qualifies Beginning Ending Unamortized 1995 § 481(a)
as a small reseller. 1995 $1,000,000 $1,100,000 AdJ“S‘mT”;_dl?’?’l’% ’ $60,000
(d) “Producer’” means a taxpayeﬂ996 1,100,000 1,200,000 Amount Included in 1996 Taxable
- 97 1,200,000 1,300,000 Income <20.008
that produces real or tangible persondP 1200, 300, -
1998 1.300.000 1.400.000 Unamortized 1995 § 481(a)
property. et s Adjustment—12/31/96 $40 000
y I q , 1999 1,400,000 1,500,000 =k
(e) “Reseller-producer” means a,q 1,500,000 1,600,000

taxpayer that is both a producer and a re-
seller.
(f) “Permissible

Because X satisfies the small reseller exception
for 1997, X may change voluntarily from the UNI-

X was required by § 263A to change to the UNI-CAP method to a permissible non-UNICAP inven-
UNICAP CAP method for 1995 because its average annu@ry capitalization method under section 4.01 of this

method” means a method of Capitalizingross receipts for the three taxable years immediatehpPENDIX. To reflect the removal of the addi-

costs that is permissible under § 263A.

receding 1995 were $11,000,000, which exceedgfbnal § 263A costs from the cost of its 1997 begin-
the $10,000,000 ceiling permitted by the small rening inventory, X must compute a corresponding

(9) “P_ermiss_ible non-UNICAP in- seller exception. Assume that X was required to cag 481(a) adjustment, which is a negative $100,000
ventory capitalization method” means dalize $80,000 of “additional § 263A costs” to the(s1,200,000 — $1,300,000). Because X used the UN-
method of capitalizing inventory costscost of its 1995 beginning inventory because of thifc AP method for only two years (that is, 1995 and

that is permissible under § 471.
(3) Section 481(a) adjustmenBe-

chgnge in'inventory method. In addition, X was re1996), X must include one-half of the § 481(a) ad-
quired to include one-fourth of the § 481(a) adjustiustment when computing taxable income for each
ment when computing taxable income for each of thgf the two taxable years beginning with 1997. Thus,

ginning W|th. the. year of change, a t<5.1)(1‘0ur taxable years beginning with 1995. Thus, X wa must include a $50,000 negative § 481(a) adjust-
payer changing its method of accountingequired to include a $20,000 positive § 481(a) adnent in 1997 taxable income. In addition, X must
for costs pursuant to section 4.01 of thigstmentin its 1995 taxable income. X elected to us@clude $20,000 of the unamortized 1995 § 481(a)

APPENDIX generally must take any ap-

the simplified resale method without a historic abadjustment in 1997 taxable income.
orption ratio election under § 1.263A-3(d)(3) for de-

plicable § 481(a) adjustment into accour‘f[mnining the amount of additional § 263A costs ta< s 1997 Ending Inventory:
ratably over the same number of taxablge capitalized to each LIFO layer. Assume that 8eginning Inventory (With

years, not to exceed four, that the taxpayems required to add $10,000 of additional § 263A UNICAP costs $1,300,000
used its former method of accounting. Seg®sts to the cost of its 1995 ending inventory becaud®97 Increment 100,000
section 5.04(3) of this revenue procedur%f the $100,000 increment for 1995. 1997 § 481(a) Adjustment

. . <Negative> <100,000>
for exceptions to this general rule. X's 1995 Ending Inventory: Total 1997 Ending Inventory $1,300,000

(4) No audit protection. A taxpayerBeginning inventory (Without

doe; not receiye audit protection undgr UNICAP costs) $1,000,000 X's Unamortized 1997 § 481(a) Adjustment:
sectlon.7 of _thls revenue procedure iAggs Increment 100,000  Unamortized 1995 § 481(a)
connection with this change. Additional § 263A Costs in Adjustment—12/31/96 $40,000
(5) Example. The following exam-  Beginning Inventory 80,000 Amount Included in 1997
ple illustrates the principles of sectiorﬁd?r:tc"r’g;'eit%%COSTS'” 1995 lo00n . raxable E‘Come <20,000
; S Unamortized 1995 481(a;
4.01 of this APPENDIX for small re-  ro.'1995 Ending Inventory $1,190,000 Adjustment—12/31/5()7) $20 000
sellers and formerly small resellers. —
X's Unamortized 1995 § 481(a) X's Unamortized 1997 § 481(a) Adjustment:
Assume X, a corporate reseller of personal prop- Adjustment:
erty, incorporated January 2, 1991, adopted a taxable 1997 § 481(a) Adjustment
year ending December 31. X determines that its at995 § 481(a) Adjustment $80,000 <Negative> $<100,000>
erage annual gross receipts for the three taxabfemount Included in 1995 Taxable Amount Included in 1997 Taxable
years (or fewer, if applicable) immediately preced- Income <20,008 Income 50.000
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Unamortized 1997 § 481(a) X's Unamortized 1999 § 481 (i) a financial institution de-

Adjust t—12/31/97 < 50,000> . ; ; .
justmen $<50.000> 594 § 481(a) Adjustment $120,000 SCribed in § 581 or 591;
X also satisfies the small reseller exception foﬁmlount Included in 1999 Taxable < 60.008 (“) a farmer; . . .
1998 and, therefore, is not required to return to thﬁnanr:‘:mgr:t]iied 1999 § 481(a) S (iii) a cooperative organization
. in- described in § 501(c)(12), 521, or 1381;
UNICAP method for 1998. X, however, must in Adjustment—12/31/99 $ 60,000 8 ( )( )

clude $20,000 of the unamortized 1995 positive § (iv) an individual taxpayer, ex-
481(a) adjustment and $50,000 of the unamortized gacayse X fails to satisfy the small reseller exeept for activities conducted as a sole pro-

1997 negative § 481(a) adjustment in 1998 taxablgption for 2000, X must continue using the UNI rietorship;
Income. CAP method for its inventory costs. Furthermore, )P (v) a taxpayer required to use an
X’s 1998 Ending Inventory: is required to include $60,000 of the unamortized pay q . ]
9 y: 1999 positive § 481(a) adjustment in 2000 taxabl@ventory method of accounting, unless:
Beginning Inventory (Without income. Assume that X is required to add $10,000 (A) the taxpayer adopts a
UNICAP costs) $1,300,000 of additional § 263A costs to the cost of its 200Qproper inventory method under § 471 and
1998 Increment 100,000 fndzlré%cl)nventory because of the $100,000 incremeih o regulations thereunder, the taxpayer is
i or . L .
Total 1998 Ending Inventory _$1,400,000 a small reseller within the meaning of
X's Unamortized 1995 § 48(a) X's 2000 Ending Inventory: § 1.263A-3(a), and, if the taxpayer has
Adjustment: Beginning Inventory (With production activities, the taxpayer’s pro-
_ UNICAP costs) $1,630,000 duction activities qualify under the de
U”ar(;‘_or“ze" 1992/2 4/21("") 20,000 2000 Increment 100,000 minimis presumption of § 1.263A-3(a)-
Adjustment—12/31/97 $ 20,000 Agditional § 263A Costs in 2000 )(i): or
Amount Included in 1998 Increment 10.000 ’
Taxable Income —<20.000> 10151 2000 ending inventory $1,740,000 _ (B) the taxpayer adopts a
Unamortized 1995 § 481(a) =———  proper inventory method under § 471 and
Adjustment—12/31/98 20 xsunamortized 1999 § 481(a) Adjustment: the regulations thereunder, the taxpayer is
X's Unamortized 1997 § 481(a) . a reseller eligible to use the simplified re-
Adjustment: Unarmortized 19993 491(@ sale method under § 1.263A-3(d), and the
Adjustment—12/31/99 $60,000 . )
Unamortized 1997 § 481(a) Amount Included in 2000 Taxable taxpayer adopts a proper method under
Adjustment—12/31/97 $<50,000>  [ncome <60.008  that section for the year of change;
Amount Included in 1998 Taxable Unamortized 1999 § 481(a) s (VI) a taxpayer required to use a
Adjustment—12/31/00 0 .
Income -50.000 ) long-term contract method in accordance
Unamortized 1997 § 481(a) 02R d with § 460, if the taxpayer is not in com-
Adjustment—12/31/98 $ 0 : eserved. . » A
= pliance with that section and any related
Iq 1999, X fails to satisfy the small reseller ex-SECTION 5. METHODS OF administrative guidance;
ception and, therefore, must return to the UNICARACCOUNTING (§ 446) (Vii) a taxpayer required or

method as provided under section 4.01 of this AP- ti t ial thod of
PENDIX. X changes to the simplified resale .01 Cash or hybrid method to accrualWan ',ng 0 Use a specia me. 0d 0 .ac-
method without a historic absorption ratio electionethod. counting, unless the taxpayer is permitted

under § 1.263A-3(d)(3). Assume that X must capi- . to change automatically to the special
talize $120,000 of additional § 263A costs to the (l) Description of Change and Scope.

Al : method under this revenue procedure. A
cost of its 1999 beginning inventory because of this _ (a) Applicability. This change ap- special method of accountinp is a method
change in inventory method. In addition, X musplies to: P 9

determine the appropriate adjustment period for the (|) a taxpayer that wants tothat deviates from the normal tax account-
corresponding positive § 481(a) adjustment. Bechange to an overall accrual method, or {59 rules, such as the method of accoun_t-
cause X used its former inventory method for tw n overall accrual method in conjunctioﬁ”g for advance payments pursuant to ei-

taxable years before 1999 (that is, 1997 and 1998),. L . her Rev. Proc. 71-21. 1971-2 C.B. 549
- i - ith the recurring item exception undet : ' ' B '
X must include one-half of the § 481(a) adjustmenW qr § 1.451-5, the installment method of

when computing taxable income for each of the w& 461(h)(3), from the cash receipts an |
taxable years beginning with 1999. Thus, X mustlisbursements method (cash method), &ccounting under § 453, or a long-term
include a $60,000 positive § 481(a) adjustment in itfom a hybrid method (the use of a combicontract method under § 460; or

1999 taxable income. Assume that X must adfiation of accounting methods under (viii) a taxpayer required to

$10,000 of additional § 263A costs to the cost of its_ . . . . change to an overall accrual method
1999 ending inventory because of the $100,000 iry-vhICh an item or items of income or ex 9

crement for 1999, pense are reported on the cash methadder § 448 and eligible to make the
and another item or other items of incoméhange under § 1.448-1(h)(2). See
X's 1999 Ending Inventory: or expense are reported on an accrufl1.448-1(h)(2), which provides an auto-
Beginning Inventory method); or matic consent procedure for a taxpayer
(Without UNICAP (i) a taxpayer that is required tochanging for the first taxable year that it is
costs) $1,400,000  change to an overall accrual methogubject to § 448.See also8 1.448—
1999 Increment . 100,000 ynder § 448, but is ineligible to make thél(h)(1), which provides that § 1.448-1(h)
Additional § 263A costs in . .
Beginning Inventory 120000 Cchange under § 1.448-1(h)(2) (relating tdoes not apply'to a change rgquwed under
Additional § 263A costs in 1999 the “first § 448 year”). any Code section (or regulations thereun-
Increment 10,000 (b) Inapplicability. This change der) other than § 448 (for example, a tax-
Total 1999 Ending Inventory $1,630,000 does not apply to: payer with inventories).
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(2) Section 481(a) adjustment. begins the use of the service warranty irpayer purchases a multi-year service war-
(a) In general. The § 481(a) ad- come method for all qualified advanceanty insurance policy (in connection with
justment takes into account the accounfs|ayment amounts received in the year afs sale of multi-year service warranty
receivable, accounts payable, inventoryghange and thereafter. See section 2.06 @intracts to customers) by paying a lump-
and any other item determined to be nethis revenue procedure. sum premium in advance, the taxpayer
essary in order to prevent items from (b) In accordance with § 1.446—must capitalize the amount paid or in-
being duplicated or omitted. The 8§ 481(a)(e)(3)(ii), the requirement of § 1.446—curred and may only obtain deductions
adjustment does not include any item of(e)(3)(i) to file an application on Formfor that amount by prorating (or amortiz-
income accrued but not received that wa115 is waived and a statement in lieu dhg) it over the life of the insurance policy
worthless or partially worthless (withinthe Form 3115 is authorized for thigwhether the cash method or an accrual
the meaning of § 166(a)) on the last daghange. The statement must be identifiettethod of accounting is used to account
of the year preceding the year of changeat the top as follows:"CHANGE TO for service warranty transactions).

(b) Recurring item exceptionAs THE SERVICE WARRANTY IN- .04 Interest accruals on short-term
part of the change to an overall accruaUOME METHOD UNDER SECTION  consumer loans — Rule of 78s method.
method, a taxpayer may adopt the recub.02 OF THE APPENDIX OF REV. (1) Description of change and scope.
ring item exception for the year of changéROC. 98-60.” The statement must set (a) Applicability. This change ap-

if the taxpayer is eligible and follows theforth the information required under secplies to a taxpayer that wants to change its
procedures of § 1.461-5(d). If the taxtion 6.03 of Rev. Proc. 97-38, except thanethod of accounting from the Rule of
payer is eligible and wants to adopt thishe statement under section 6.03(2) (th&8s method to the constant yield method
method as specified in § 461(h)(3), théhe taxpayer agrees to all of the terms arfdr stated interest (including stated inter-
amount of the § 481(a) adjustment mustonditions of the revenue procedure) alsest that is original issue discount) on
be modified to account for the amount oshould refer to Rev. Proc. 98—60. short-term consumer loans described in
any additional deduction. (c) Ataxpayer changing to the serRev. Proc. 83-40, 1983-1 C.B. 774,
(3) Change to a special method ofvice warranty income method of accountwhich was obsoleted by Rev. Proc.
accounting. If a taxpayer that wants toing under section 5.02 of this APPENDIX97-37, 1997-2 C.B. 455.
change to an accrual method in conjunenust satisfy the annual reporting require- (b) Scope limitations inapplicable.
tion with a change to a special method ahent set forth in section 6.04 of RevA taxpayer that wants to make this change
accounting is not permitted to make thé&roc. 97-38. for its first or second taxable year begin-
change under this revenue procedure, the.03 Multi-year insurance policies for ning on or after January 1, 1998, is not
taxpayer may request to make botimulti-year service warranty contracts —subject to the scope limitations in section
changes only by filing one applicationDescription of change and scope. 4.02 of this revenue procedure. However,
under the provisions of Rev. Proc. 97-27, (1) Applicability. This change ap- if the taxpayer is under examination, be-
1997-1 C.B. 680. Only one user fee wilplies to a manufacturer, wholesaler, or refore an appeals office, or before a federal

be required for these changes. tailer of motor vehicles or other durablecourt, the taxpayer must provide a copy of
.02 Multi-year service warranty con- consumer goods that wants to change itee application to the examining agent(s),
tracts. method of accounting for insurance costappeals officer, or counsel for the govern-

(1) Description of change and scopepaid or incurred to insure its risks undement, as appropriate, at the same time that
(a) Applicability. This change ap- multi-year service warranty contracts tat files the copy of the application with the

plies to an eligible accrual method manuthe method described in section 5.03(3) afational office. The application must
facturer, wholesaler, or retailer of motothis APPENDIX. Multi-year service war- contain the name(s) and telephone num-
vehicles or other durable consumer goodsinty contracts to which this change apber(s) of the examining agent(s), appeals
that wants to change to the service waplies include only those separately pricedfficer, or counsel for the government, as
ranty income method described in sectionontracts sold by a manufacturer, wholeappropriate.
5 of Rev. Proc. 97-38, 1997-2 C.B. 47%aler, or retailer also selling the motor ve-  (2) Background.

Under the service warranty incomehicles or other durable consumer goods (a) A short-term consumer loan is
method, a qualifying taxpayer may, in(to the ultimate customer or to an intermedescribed in Rev. Proc. 83-40, provided:
certain specified and limited circum-diary) underlying the contracts. The clas- (i) the loan is a self-amortizing

stances, include a portion of an advancfication of goods as “durable consumeloan that requires level payments, at regu-
payment related to the sale of a multi-yeagoods” for purposes of this change ddar intervals at least annually, over a pe-
service warranty contract in gross incompends on the common usage of the good®pd not in excess of five years (with no
generally over the life of the service warrather than the purchaser’s actual inballoon payment at the end of the loan
ranty obligation. tended use of the goods. term); and

(b) Inapplicability. This change (2) Inapplicability. This change does (i) the loan agreement between
does not apply to a taxpayer outside theot apply to a taxpayer that covers it¢he borrower and the lender provides that
scope of Rev. Proc. 97-38. risks under its multi-year service warrantynterest is earned, or upon the prepayment

(2) Manner of making the change. contracts through arrangements not comf the loan interest is treated as earned, in

(a) This change is made using a&tituting insurance. accordance with the Rule of 78s method.

cut-off method, under which the taxpayer  (3) Description of methodlf a tax- (b) In general,the Rule of 78s
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method allocates interest over the term afrease in redemption price on a bond ocut-off method and does not apply to any
a loan based, in part, on the sum of the peurring in a taxable year, and that nowprepaid subscription income received be-
riods’ digits for the term of the loanSee wants to report this income in the taxabléore the first taxable year to which the
Rev. Rul. 83-84, 1983-1 C.B. 97, for gear in which the bond is redeemed, diszzhange applies. Any prepaid subscription
description of the Rule of 78s method. posed of, or finally matures, whichever isncome arising prior to the year of change
(c) In general, the constant yieldearliest. is accounted for under the taxpayer’s for-
method allocates interest and original  (2) Manner of making the change. mer method of accountingSeesection
issue discount over the term of a loan (a) This change is made using 2.06 of this revenue procedure.
based on a constant yield. See § 1.12724t-off method and is effective for any in- (b) In accordance with § 1.446—
1(c) for a description of the constant yielccrease in redemption price occurring aftet(e)(3)(ii), the requirement of § 1.446—
method. The Rule of 78s method genethe beginning of the year of change for alL(e)(3)(i) to file an application on Form
ally front-loads interest as compared t&eries E and EE U.S. savings bonds heBlL15 is waived and a statement in lieu of
the constant yield method. by the taxpayer on or after the beginninghe Form 3115 is authorized for this
(d) Rev. Proc. 83-40 was obsoof the year of changeSeesection 2.06 of change. The statement must be identified
leted because, under 88 1.446-2 antis revenue procedure. at the top as follows:"CHANGE IN
1.1272-1 (which were effective for debt (b) In accordance with § 1.446-METHOD OF ACCOUNTING FOR
instruments issued on or after April 41(e)(3)(ii), the requirement of § 1.446-PREPAID SUBSCRIPTION INCOME
1994), taxpayers generally must accourii(e)(3)(i) to file an application on FormUNDER SECTION 7.01 OF THE AP-
for stated interest and original issue dis3115 is waived and a statement in lieu dPENDIX OF REV. PROC. 98-60.” The
count on a debt instrument (loan) by usinthe Form 3115 is authorized for thisstatement must set forth the information
a constant yield method. As a result, thehange. The statement must be identifie@quired under § 1.455—(b).

Rule of 78s method is no longer an acat the top as follows:"CHANGE IN (c) The consent granted under this

ceptable method of accounting for federdMETHOD OF ACCOUNTING revenue procedure satisfies the consent

income tax purposes. UNDER SECTION 6.01 OF THE AP- required under 88 455(c)(3) and 1.455—
(e) Notwithstanding 88 1.446-2PENDIX OF REV. PROC. 98-60.”" The 6(b).

and 1.1272-1, as a matter of administrastatement must set forth: .02 Reserved.

tive convenience, the Service will allow a (i) the Series E or EE U.S. sav-

cSECTION 8. TAXABLE YEAR OF

taxpayer to use the Rule of 78s methoihgs bonds for which this change in a
DEDUCTION (8 461)

for stated interest on short-term consumeounting method is requested;
loans described in Rev. Proc. 83-40 if the (i) an agreement to report all ¢ Timing of incurring liabilities for
loans were issued prior to the first day ointerest on any bonds acquired during %mployee compensation.
the taxpayer’s first taxable year that beafter the year of change when the interest
gins on or after January 1, 1999. is realized upon disposition, redemption,
(3) Manner of making the change. or final maturity, whichever is earliest;p”es to an accrual method taxpayer that
(@) This change is made using @nd wants to change its method of accounting
cut-off method and applies only to loans (iii) an agreement to report ally, treat bonuses or self-insured medical
issued on or after the first day of the yeanterest on the bonds acquired before thg,
of change. Seesection 2.06 of this rev- year of change when the interest is real- (i) Bonuses.If the obligation to
enue procedure. ized upon disposition, redemption, O9hay a bonus becomes fixed and certain by
(b) The taxpayer must maintainfinal maturity, whichever is earliest, withi,a and of the taxable yeareeRev. Rul.
books and records sufficient to satisfy théhe exception of any interest income Prés1-127, 1961-2 C.B. 36), and the bonus
district director that loans issued beforeviously reported in prior taxable years. s giherwise deductible, but the bonus is
the year of change and loans issued on or.02 Reserved. paid after the 15th day of the third calen-
after the first day of the year of change
have been adequately accounted for sep%ECTlON 7. PREPAID

(1) Description of change and scope.
(a) Applicability. This change ap-

nefits as follows:

dar month after the end of that taxable

rately. SUBSCRIPTION INCOME (§ 455) %/r:aea:é)t(zglrgat the fbonus as dedL_Jct|bI9 in
year of the employer in which
SECTION 6. OBLIGATIONS ISSUED .01 Prepaid subscription income. or with which ends the taxable year of the
AT DISCOUNT (§ 454) (1) Description of change and scopeemployee in which the bonus is includible
This change applies to an accrual methad the gross income of the employee; or
.01 Series E or EE U.S. savings bondgaxpayer that wants to change its method (i) Self-insured medical bene-

(1) Description of change and scapeof accounting for prepaid subscription infits. If the obligation to pay an em-
This change applies to a cash method tageme to the method described in § 45ployee’s medical expenses is neither in-
payer that wants to change its method @nd the regulations thereunder, includingured nor paid from a welfare benefit fund
accounting for interest income on Seriean eligible taxpayer that wants to makevithin the meaning of § 419(e), to treat
E or EE U.S. savings bonds. Howevethe “within 12 months” election underthe liability as incurred in the taxable year

this change only applies to a taxpayer th& 1.455-2. in which the employee files the claim
has previously made an election under (2) Manner of making the change. with the employer. See United States v.
§ 454 to report as interest income the in- (a) This change is made using &eneral Dynamics Corp481 U.S. 239

December 21, 1998 38 1998-51 I|.R.B.



(1987), 1987-2 C.B. 134. counting under section 8.02 of this APhas been incurred is taken into account.
(b) Inapplicability. This change PENDIX, if the taxpayer is not capitaliz- For example, for a taxpayer with invento-
does not apply to a taxpayer that is subjeatg the costs as required. ries, certain employee benefit costs (in-
to § 263A and that is required to capitalize  (3) Amounts taken into accourdp- cluding workers’ compensation) must be
the costs with respect to which theplicable provisions of the Code, regulaincluded in inventory costs and may be
taxpayer wants to change its method dfons, and other published guidance preecovered through costs of goods sold.
accounting under section 8.01 of this APscribe the manner in which a liability thatSee§ 1.263A-1(e)(3)(ii)(D). A taxpayer
PENDIX, if the taxpayer is not capitaliz-has been incurred is taken into accounmay not rely on the provisions of section
ing the costs as required. For example, for a taxpayer with invento8.03 of this APPENDIX to take a current
(2) Amounts taken into accourp- ries, certain real property taxes must bgear deduction.
plicable provisions of the Code, regulaincluded in inventory costs and may be .04 Timing of incurring liabilities for
tions, and other published guidance preecovered through cost of goods soBke payroll taxes.
scribe the manner in which a liability thatg 1.263A-1(e)(3)(ii)(L). A taxpayer may (1) Description of change and scope.
has been incurred is taken into accountot rely on the provisions of section 8.02 (a) Applicability. This change ap-
For example, for a taxpayer with inventoof this APPENDIX to take a current yearplies to an accrual method employer that
ries, direct labor costs must be included ideduction. wants to change its method of accounting
inventory costs and may be recovered .03 Timing of incurring liabilities for FICA and FUTA taxes to a method
through cost of goods sold.See under a workers’ compensation act, tortconsistent with the holding in Rev. Rul.
8§ 1.263A-1(e)(2)(1)(B). A taxpayer maybreach of contract, or violation of law. ~ 96-51, 1996-2 C.B. 36. Rev. Rul. 96-51
not rely on the provisions of section 8.01 (1) Description of change and scopeholds that, under the all events test of
of this APPENDIX to take a current year (a) Applicability. This change ap- 8 461, an accrual method employer may
deduction. plies to an accrual method taxpayer thateduct in Year 1 its otherwise deductible
.02 Timing of incurring liabilities for wants to change its method of accountingICA and FUTA taxes imposed with re-
real property taxes. for self-insured liabilities (including any spect to year-end wages properly accrued
(1) Description of change. An ac- amounts not covered by insurance, sudh Year 1, but paid in Year 2, if the re-
crual method taxpayer generally incurs as a “deductible” amount under an insurguirements of the recurring item excep-
liability in the taxable year that all theance policy) arising under any workerstion are met.
events have occurred that establish thmompensation act or out of any tort, (b) Inapplicability. This change
fact of the liability, the amount of the lia-breach of contract, or violation of law, todoes not apply to a taxpayer that is subject
bility can be determined with reasonabléreating the liability for the workers’ com- to § 263A and that is required to capitalize
accuracy, and economic performance hgensation, tort, breach of contract, or viothe costs with respect to which the
occurred with respect to the liabilitysee lation of law as being incurred in the taxtaxpayer wants to change its method of
§ 1.446-1(c)(1)(ii). Under § 1.461-able year in which all the events havaccounting under section 8.04 of this AP-
4(9)(6), if the liability of the taxpayer is to occurred which establish the fact of the iIPENDIX, if the taxpayer is not capitaliz-
pay a tax, economic performance occumbility, the amount of the liability can being the costs as required.
as the tax is paid to the government awetermined with reasonable accuracy, and (2) Recurring item exceptiorA tax-
thority that imposed the tax. payment is made to the person to whicpayer that previously has not changed to
(2) Scope. the liability is owed. See88 461 and or adopted the recurring item exception
(a) Applicability. This change ap- 1.461-4(g)(2). for FICA and FUTA taxes must change to
plies to an accrual method taxpayer that (b) Inapplicability. This change the recurring item exception method for
wants to change its method of accountindoes not apply: FICA and FUTA taxes as specified in
to: (i) to a taxpayer that is subject§ 461(h)(3) as part of this change.

(i) treat a liability for real prop- to 8 263A and that is required to capitalize  (3) Amounts taken into accoun\p-
erty taxes (for which the all events test ofhe costs with respect to which the taxplicable provisions of the Code, regula-
8§ 461(h)(4) is otherwise met) as incurregpayer wants to change its method of adions, and other published guidance pre-
in the taxable year in which the taxes areounting under section 8.03 of this AP-scribe the manner in which a liability that
paid, under 88 461 and 1.461-4(g)(6); PENDIX, if the taxpayer is not has been incurred is taken into account.

(ii) account for real property capitalizing the costs as required,; For example, for a taxpayer with in-
taxes under the recurring item exception (ii) if payment is made to a third ventories, certain taxes must be in-
to the economic performance rules undgrarty rather than to the person to whickluded in inventory costs and may be re-
88 461(h)(3) and 1.461-5(b)(1); or the liability is owed.See8 1.461-4(g)(1); covered through cost of goods sol8ee

(iii) revoke an election under or 8§ 1.263A-1(e)(3)(ii)(L). A taxpayer may
8§ 461(c) (ratable accrual election). (iii) if payment is made by a not rely on the provisions of section 8.04
(b) Inapplicability. This change third party. of this APPENDIX to take a current year

does not apply to a taxpayer that is subject  (2) Amounts taken into accourip- deduction.

to § 263A and that is required to capitalizplicable provisions of the Code, regula- .05Cooperative advertising.

the costs with respect to which the taxtions, and other published guidance pre- (1) Description of change and scope.
payer wants to change its method of acscribe the manner in which a liability thatThis change applies to a taxpayer that
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wants to change its method of accounting9, 1998-15 I.R.B. 22; or SECTION 10. LAST-IN, FIRST-OUT

for cooperative advertising costs to a (b) a method other than the retai(LIFO) INVENTORIES (8 472)

method consistent with the holding insafe harbor method, provided (i) the tax- ,

Rev. Rul. 98-39, 1998-33 I.R.B. 4. Rewpayer’s present method of accounting -01 Change from the LIFO inventory
Rul. 98--39 generally provides thatdoes not estimate inventory shrinkagenethod. o

under the all events test of § 461, an a@nd (ii) the taxpayer’s new method of ac- (1) Description of change and scope.

crual method manufacturer’s liability tocounting (that estimates inventory shrink-  (2) In general. This change ap-
pay a retailer for cooperative advertisingige) clearly reflects income undePlies to any taxpayer that wants to:
services is incurred in the year in whiclg 446(b). (i) change from the LIFO in-

the services are performed, provided the (2) Scope limitations inapplicable. V€ntory method for all its LIFO inven-
manufacturer is able to reasonably estiA taxpayer that wants to make this chang©"y: and B _
mate this liability, and even though the reis not subject to the scope limitations in (i) change to the permitted
tailer does not submit the required claingection 4.02 of this revenue procedurdn€thod as determined in section
form until the following year. However, if the taxpayer is under examid0-01(1)(b) of this APPENDIX.

(2) Scope limitations inapplicable. nation, before an appeals office, or before (b) Method to be used.
Ataxpayer that wants to make this changg federal court, the taxpayer must provide (i) Determining method to be
for its first or second taxable year ending copy of the application to the examining/Seéd. The inventory method to be used
on or after August 17, 1998, is not subjecigent(s), appeals officer, or counsel fopy & taxpayer is determined as follows:
to the scope limitations in section 4.02 ofhe government, as appropriate, at the (A) If the taxpayer has inven-
this revenue procedure. However, if thgame time that it files the copy of the aptoriable goods not included in its LIFO in-
taxpayer is under examination, before aplication with the national office. The ap-ventory computations (non-LIFO inven-
appeals office, or before a federal courplication must contain the name(s) anéPry) and, for all the taxpayer’s non-LIFO
the taxpayer must provide a copy of théelephone number(s) of the examinindﬁVentOfy, the taxpayer uses an inventory
application to the examining agent(s), apagent(s), appeals officer, or counsel fomethod that is a permitted method, then

peals officer, or counsel for the governthe government, as appropriate. the taxpayer must use that same inventory
ment, as appropriate, at the same time that  (3) Additional requirements.If the method for its entire inventory.
it files the copy of the application with thetaxpayer wants to Change to a method of (B) If the LIFO inventory

national office. The application mustaccounting for inventory shrinkage othefmethod is used by the taxpayer with re-
contain the name(s) and telephone nunhan the retail safe harbor method, thgépect to all its inventoriable goods, then
ber(s) of the examining agent(s), appeataxpayer must attach to the application &€ taxpayer must use the same inventory
officer, or counsel for the government, astatement setting forth a detailed descrignethod it used prior to the adoption of the
appropriate. tion of all aspec'[s of the new method of_”:o inventory methOd, if that prior
estimating inventory shrinkage (includ-method is a permitted method.
SECTION 9. INVENTORIES (8 471) ing, for LIFO taxpayers, the method of (C) If the taxpayer has only
.01 Cash discounts — Description ofdetermining inventory shrinkage for, orLIFO inventory and the method used by
change and scopéThis change applies to allocating inventory shrinkage to, eactthe taxpayer prior to the adoption of the
a taxpayer that wants to change itsIFO pool). LIFO inventory method is not a permitted
method of accounting for cash discounts  (4) Audit protection. A taxpayer, method, then the taxpayer must use a per-
(discounts granted for timely paymentwhose present method of accounting estiitted method.
when they approximate a fair interest ratenates inventory shrinkage, does not re- (D) If the taxpayer did not
from a method of consistently includingceive audit protection under section 7 ofise an inventory method prior to the
the price of the goods before discount ithis revenue procedure in connection witdoption of the LIFO inventory method
the cost of the goods and including i change to the retail safe harbor methaahd has no inventoriable goods other than
gross income any discounts taken (thi, on the date the taxpayer files a copy dts LIFO inventory, then the taxpayer
“gross invoice method”), to a method otthe Form 3115 with the national office,must use a permitted method.
reducing the cost of the goods by the caghe taxpayer’s present method of estimat- (i) Permitted method defined.
discounts and deducting as an expens$gg inventory shrinkage is an issue underor purposes of section 10.01 of this AP-
any discounts not taken (the “net invoic€onsideration within the meaning of secPENDIX, a permitted method is a method
method”), or vice versa.SeeRev. Rul. tion 3.09 of this revenue procedure. under which:
73-65, 1973-1 C.B. 216. (5) Future change.A taxpayer that (A) the identification method
.02 Estimating inventory “shrinkage”. changes to the retail safe harbor methadd either the first-in, first-out (FIFO) in-
(1) Description of change and scopedescribed in this revenue procedure wilentory method or the specific identifica-
This change applies to a taxpayer thatot be precluded, solely by reason of sudipn inventory method; and
wants to change to a method of accounchange, from changing to another safe (B) the valuation method is
ing for estimating inventory shrinkage inharbor method for estimating inventorycost; cost or market, whichever is lower;
computing ending inventory, using: shrinkage in computing ending inventorymarket (but only if the taxpayer is a dealer
(a) the “retail safe harbor method”in the first year that such other safe harban securities, as defined in § 1.471-5); the
described in section 4 of Rev. Proc. 98method is available. “farm price method” or the “unit-live-
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stock-price method” (but only if the tax-justment to the basis of the taxpayer’s inkicles acquired by trade-in using the aver-
payer is a farmer permitted to use suchentory as of the end of the taxable yeage wholesale price listed by an official

methods); or the retail method, reduced tpreceding the year of change. Any inused car guide on the date of the trade-in.
either approximate cost or approximaterease in income tax as a result of the irseeRev. Rul. 67-107, 1967-1 C.B. 115.

cost or market, whichever is lower (butclusion of the LIFO recapture amount isThe official used car guide selected must
only if the taxpayer is a retail merchant). payable in four equal installments, beginbe consistently used;

(i) Method not to be used’he ning with the taxpayer’s last taxable year (b) determine the cost of used ve-
average cost method (sometimes also ras a C corporation as provided iricles purchased for cash using the actual
ferred to as “the rolling average method”s 1363(d)(2). Any corresponding basigpurchase price of the vehicle; or
described in Rev. Rul. 71-234, 1971-hAdjustment is taken into account in com- (c) reconstruct the beginning-of-
C.B. 148, is not a permitted method. puting the § 481(a) adjustment (if any)he-year cost of used vehicles purchased

(iv) Determining permitted that results upon the discontinuance of thi@r cash using values computed by na-
method. Whether an inventory method isLIFO method by the corporation. tional auto auction companies based on
a permitted method is determined by the (b) S election effective for a yearvehicles purchased for cash. The national
taxpayer’s method of inventory identifi-after LIFO discontinuancelf a C corpo- auto auction company selected must be
cation and valuation, and not by whiclration elects to be treated as an S corporesnsistently used.
types and amounts of costs are capitalizain for a taxable year after the taxable (2) Manner of making the change.
under the taxpayer’s method of computyear in which it discontinued use of theThis change is made using a cut-off
ing inventory cost. See§ 263A and the LIFO inventory method, the remainingmethod and applies to used vehicles ac-
regulations thereunder, which govern thbalance of any positive § 481(a) adjustquired during the year of change and all
types and amounts of costs required to bment must be included in its gross incomeubsequent yearsSeesection 2.06 of this
included in inventory cost for taxpayerdn its last taxable year as a C corporatiomevenue procedure.
subject to those provisions. If this inclusion results in an increase in .03 Alternative LIFO inventory method

(2) Limitation on LIFO election. tax for its last taxable year as a C corporder retail automobile dealers.
The taxpayer may not re-elect the LIFQion, this increase in tax is payable in four (1) Description of change and scope.
inventory method for a period of at leasequal installments, beginning with the (a) Applicability. This change ap-
five taxable years beginning with the yeataxpayer’s last taxable year as a C corpglies to a taxpayer engaged in the trade or
of change, unless based on a showing ddtion as provided in § 1363(d)(2), unlesbusiness of retail sales of new automo-
unusual and compelling circumstanceghe taxpayer is required to take the rebiles or new light-duty trucks (“automo-
consent is specifically granted by themaining balance of the § 481(a) adjustbile dealer”) that wants to change to the
Commissioner to change the method ahent into account in the last taxable yedAlternative LIFO Method” described in
accounting at an earlier time. A taxpayeas a C corporation under another accelergection 4 of Rev. Proc. 97-36, 1997-2
that wants to re-elect the LIFO inventorytion provision in section 5.02(3)(c) of thisC.B. 450, for its LIFO inventories of new
method within a period of five taxablerevenue procedure. automobiles and new light-duty trucks.
years (beginning with the year of change) (4) Additional requirements.The Light-duty trucks are trucks with a gross
must file a Form 3115 in accordance witlhaxpayer must complete the followingvehicle weight of 14,000 pounds or less,
Rev. Proc. 97-27, 1997-1 C.B. 680. Atatements and attach them to the applicatich also are referred to as class 1, 2, or
taxpayer that wants to re-elect the LIFQion: 3 trucks.
inventory method after a period of five (a) “The new method of identify- (b) Inapplicability. This change
taxable years (beginning with the year oing inventory goods is the [insert methodgoes not apply to an automobile dealer
change) is not required to file a Fornthat is, specific identification; FIFO; re-that uses the inventory price index com-
3115 in accordance with Rev. Proctail; etc.] method.” putation (IPIC) method for goods other
97-27, but must file a Form 970, Applica- (b) “The new method of valuing than new automobiles, new light-duty
tion to Use LIFO Inventory Method, ininventory goods is [insert method; that istrucks, parts and accessories, used auto-
accordance with § 1.472-3. cost; cost or market, whichever is lowermobiles, and used trucks.

(3) Effect of subchapter S election byetc.].” (2) Manner of making the change.
corporation. (c) “The new method conforms to (a) Cut-off method.This change is

(a) S election effective for year ofthe requirements of section 10.01(1)(b)(imade using a cut- off metho&eesection

LIFO discontinuance.If a C corporation [insert either (A), (B), (C), or (D)] of the 2.06 of this revenue procedure and sec-
elects to be treated as an S corporation fAPPENDIX of Rev. Proc. 98-60 becauseion 5.03(6) of Rev. Proc. 97-36.
the taxable year in which it discontinuegexplain in detail how the new method (b) IPIC method changesAn au-
use of the LIFO inventory method,conforms to the specific subdivision].” tomobile dealer that uses the IPIC method
§ 1363(d) requires an increase in the tax- .02 Determining the cost of used vehialso must change from the IPIC method
payer’s gross income for the LIFO recapeles purchased or taken as a trade-in.  under section 10.03 of this APPENDIX to
ture amount (as defined in § 1363(d)(3)) (1) Description of change and scopeanother acceptable method for its goods
for the taxable year preceding the year dfhis change applies to a LIFO taxpayeother than new automobiles and new
change (the taxpayer’s last taxable year #sat wants to: light-duty trucks. For parts and acces-
a C corporation), and a corresponding ad- (a) determine the cost of used vesories, the automobile dealer must change
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to the dollar-value, index method, with allerence to the actual cost of goods pur- .05 Determining current-year cost

parts and accessories within each separateased or produced during the taxable yeander the LIFO inventory method.

trade or business in a separate LIFO poah the order of acquisition (earliest acquisi- (1) Description of change and scope.

For used vehicles, the automobile dealdions cost), then the inventory price indexThis change applies to a LIFO taxpayer

must change to the dollar-value, link-must be applied to the earliest acquisitiongat wants to change to a method of deter-

chain method, with all used automobilegost of ending inventory. In computing themining current year cost:

within each separate trade or business inventory price index, such a taxpayer (a) by reference to the actual cost

one LIFO pool and all used trucks withinmust select indexes from a month towardf the goods most recently purchased or

each separate trade or business in anothiee beginning of its taxable year. produced;

separate LIFO pool. (c) A taxpayer may not change its (b) by reference to the actual cost
(c) Additional requirements. An  method of pooling as part of a changef the goods purchased or produced dur-

automobile dealer also must comply withmade under section 10.04 of this APPENng the taxable year in the order of acqui-

the following: DIX, except to a method specifically ausition: or
(i) the conditions in section thorized by § 1.472-8(e)(3)(iv) or section (c) by application of an average
5.03 of Rev. Proc. 97—36, and 304(1)(b) of Rev. Proc. 84-57. Thes%nit cost equa] to the aggregate actual cost

(i) for an automobile dealer special pooling rules do not apply toof all the goods purchased or produced
changing from the IPIC method, the autogoods manufactured by the taxpay®ee throughout the taxable year divided by the

mobile dealer also must attach to the afg 1.472-8(b) for principles for establish+otal number of units so purchased or pro-
plication a schedule setting forth theng pools of manufacturers and procesjuced. See§ 1.472-8(€)(2)(ii).
classes of goods for which the automobilsors. (2) Manner of making the change.
dealer has elected to use the LIFO method (d) A taxpayer may change itSThis change is made using a cut-off
and the accounting method changes beimgethod of determining current-year cosfyethod. Seesection 2.06 of this revenue
made under section 10.03 of this APPENas part of a change made under SECti(ﬁﬁ‘ocedure.
DIX for each class of goods. 10.04 of this APPENDIX by also follow-
.04 Inventory price index computationing the provisions of section 10.05 of thiSECTION 10A. MARK-TO-MARKET
(IPIC) method under the LIFO inventoryAPPENDIX. These changes may bACCOUNTING METHOD FOR
method. made using a single application, provide@®@EALERS IN SECURITIES (8§ 475)
(1) Description of change and scopethe application is labeled as being filed , o
(a) This change applies to an eligiunder both sections 10.04 and 10.05 of -01 Discontinuing the mark-to-market

ble taxpayer that wants to change itthis APPENDIX. Seesection 6.02(3) of Method of accounting for nonfinancial
LIFO inventory method to use the IPICthis revenue procedure. customer paper.
method for its entire LIFO inventory in (2) Manner of making the change. (1) Description of change and scope.
accordance with all the provisions ofThis change is made using a cut-off (&) Applicability. This change ap-
§ 1.472-8(e)(3) and Rev. Proc. 84-57method. Seesection 2.06 of this revenuePlies 10: _
1984-2 C. B. 496. The taxpayer must: procedure. _ (i) a taxpayer that must discon-

(i) in the case of the CPI De- (3) Bargain purchase.If the tax- tinue the use of the mark-to-market
tailed Report, select an index from Tabl@ayer has previously improperly ac/method of accounting for nonfinancial
3 (Consumer Price Index for All Urbancounted for a bulk bargain purchase, theustomer paper to comply with
Consumers (CPI-U): U.S. city averagetaxpayer must, as part of this change, fir&k 475(c)(4), enacted by § 7003 of the IRS
detailed expenditure categories); and  change its method of accounting to comRestructuring and Reform Act of 1998,

(ii) in the case of the Producerply with Hamilton Industries, Inc. v. Com- Pub. L. No. 105-206, 112 Stat. 833 (July
Price Indexes, select an index from Tablmissioner,97 T.C. 120 (1991), and com-22, 1998), provided the change is made
6 (Producer price indexes and percemute a § 481(a) adjustment for that part dor the taxpayer’s first taxable year end-
changes for commodity groupings and inthe change. See Announcement 91-17®g after July 22, 1998. The taxpayer
dividual items). 1991-47 I.R.B. 29. Upon examination, ifmust change to a method other than the

(b) A taxpayer using the IPIC a taxpayer has properly changed undé@wer of cost or market method; and

method must apply the inventory pricesection 10.04 of this APPENDIX except (i) a taxpayer that was a dealer
index to its ending inventory valued at curfor complying with section 10.04(3) of in securities solely because of its dealings
rent-year cost, under the taxpayer’shis APPENDIX, an examining agent mayn nonfinancial customer paper, that, in
method of determining current-year costot deny the taxpayer the change. Howgonjunction with the change under section
See§ 1.472-8(e)(2)(ii). Furthermore,ever, the taxpayer does not receive audit0OA.01(1)(a)(i) of this APPENDIX,
there must be a nexus between the tagprotection under section 7 of this revenuwants to discontinue the use of the mark-
payer’s method of determining currentprocedure with respect to the impropeto-market method of accounting for all se-
year costs and the month to be used method of accounting for the bargain pureurities (including nonfinancial customer
selecting indexes. See § 1.472— chase. Accordingly, the examining agerpaper).
8(e)(3)(iii)(C) and Rev. Rul. 89—-29, may make any necessary adjustments in (b) Scope limitations inapplicable.
1989-1 C.B. 168. For example, if a taxany open year to effect compliance wittA taxpayer that wants to make this change
payer determines current-year cost by reHamilton Industries, Inc. is not subject to the scope limitations in
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section 4.02 of this revenue procedurell.01 of this APPENDIX solely becauseeffective (year of change) in accordance
However, if the taxpayer is under examiof the deemed liquidation of the bankwith all of the applicable provisions of

nation, before an appeals office, or beforarising from a QSSS election. this revenue procedure. The § 481(a) ad-
a federal court, the taxpayer must provide (c) Inapplicability. This change justment is recognized built-in gain under
a copy of the application to the examiningloes not apply to: § 1374. See§ 1.1374-4(d).

agent(s), appeals officer, or counsel for (i) a large bank as defined in .02 Reserved.

the government, as appropriate, at th& 585(c)(2); or

same time that it files the copy of the ap- (i) any bank within the scope SECTION 12. ORIGINAL ISSUE

plication with the national office. The ap-of Rev. Proc. 97-18, 1997—1 C.B. 642P/SCOUNT (88 1272;1273)

plication must contain the name(s) an@vhich applies to banks making this 1 pe minimis original issue discount

telephone number(s) of the examininghange in method of accounting in 199(0oID).

agent(s), appeals officer, or counsel foto become eligible to elect S corporation (1) Description of change and scope.

the government, as appropriate. status for 1997. A bank is not outside the (a) Applicability. This change ap-
(2) Additional Requirements. scope of Rev. Proc. 97-18 solely becaui)eﬁeS to a taxpayer that wants to change to

(@) On a statement attached to thit is a qualified subchapter S subsidiarghe principal-reduction method of ac-

application, the taxpayer must describe alh that event, the S corporation (the Palcounting described in section 5 of Rev.

items that were marked to market and thaint) should follow the application proce-prqc. 97-39, 1997-2 C.B. 485. The prin-

will no longer be marked to market. dures required by Rev. Proc. 97-18 on b@jipal-reduction method of accounting is

(b) When complying with section half of the bank. an aggregate method of accounting for de

6.02(3) of this revenue procedure, the tax-  (2) Section 481(a) adjustmenGen- minimis OID (discount) on certain loans

payer should indicate whether the taxerally, the amount of the § 481(a) adjustoriginated by the taxpayer.

payer is changing under sectiomment for a change in method of account- (b) Scope limitations inapplicable.

10A.01(1)(a)()) or sections 10A.01(1)a)()ing under section 11.01 of thisa taxpayer that wants to make this change

and (ii) of this APPENDIX. APPENDIX is the amount of the bank'sis not subject to the scope limitations in
(3) No audit protection.A taxpayer reserve for bad debts as of the close of th@ction 4.02 of this revenue procedure.

does not receive audit protection undefaxable year immediately before the yearowever, if the taxpayer is under exami-

section 7 of this revenue procedure inf change. However, the amount of the Ration, before an appeals office, or before

connection with this change. 481(a) adjustment does not include thg federal court, the taxpayer must provide

.02 Reserved. amount of a bank’s pre-1988 reserves (ascopy of the application to the examining
SECTION 11. BANK RESERVES FOR ?:ksir?n?re\t% lgcfoigfégé(gg((A))((;g&BV;/)lt;fm;agent(s), appeals officer, or counsel for
BAD DEBTS (8§ 585) g g the government, as appropriate, at the

bank changed in a prior year from thgame time that it files the copy of the ap-
.01 Changing from the § 585 reserve8 593 reserve method to the § 585 reserygication with the national office. The ap-
method to the § 166 specific charge-offnethod and § 593(g) applied to thaplication must contain the name(s) and
method. change. The deemed liquidation of aelephone number(s) of the examining
(1) Description of change and scopebank occurring solely because its parerigent(s), appeals officer, or counsel for
(a) Applicability. This change ap- makes a QSSS election does not accelehe government, as appropriate.

plies to a bank (as defined in § 581, inate the § 481(a) adjustment. In accor- (c) Description. The principal-re-
cluding a bank for which a qualified sub-dance with section 5.04(3)(c) of this revduction method of accounting is a permis-
chapter S subsidiary (QSSS) election ignue procedure, a bank that ceases to begisle method for use by taxpayers to ac-
filed) that wants to change its method obank under § 581 must accelerate itsount for discount on one or more

accounting for bad debts from the § 58%81(a) adjustment. categories of loans described in section
reserve method to the § 166 specific (3) Change from § 585 required4.02 or 4.03 of Rev. Proc. 97-39. If the
charge-off method. when electing S corporation statu® principal-reduction method is used to ac-

(b) Certain scope limitations inap- bank electing S corporation status (or gount for any loans in a category of loans,
plicable. A bank that changed from thebank for which a QSSS election is filedthe method must be used for the entire
§ 593 reserve method under § 593(g) toannot use the § 585 reserve method. Thetegory of loans. The principal-reduc-
the § 585 reserve method will not be profiling by a bank of a Form 2553 (Electiontion method applies only to loans de-
hibited under section 4.02(6) of this revby a Small Business Corporation) or th&cribed in section 3 of Rev. Proc. 97-39.
enue procedure from changing its methofiling by a bank’s parent of a QSSS elec-  (2) Manner of making the change.
of accounting for bad debts under sectiotion with respect to the bank will consti- (a) This change is made using a
11.01 of this APPENDIX solely becauseute an agreement by the bank to changait-off method and applies only to loans
of the § 593(g) change. A bank for whichits method of accounting for bad debtslescribed in section 3 of Rev. Proc. 97-39
a QSSS election is filed will not be profrom the § 585 reserve method to thé¢hat were acquired on or after the first day
hibited under section 4.02(7) of this rev8 166 specific charge-off method effecof the year of changeSeesection 2.06 of
enue procedure from changing its methotive as of the taxable year for which the $his revenue procedure.
of accounting for bad debts under sectiooorporation election or QSSS election is (b) The taxpayer must maintain
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books and records sufficient to satisfy the (ii) Section 1004 of the Tax- ply with the filing requirement in section
district director that old and new loangayer Relief Act of 1997, which is effec-6.02(2)(a) of this revenue procedure or
have been adequately segregated. tive for taxable years beginning after Auwith the following filing requirement.
(3) Additional requirements.On a gust 5, 1997, extended the rules in §he taxpayer must complete and file an
statement attached to the application, thE272(a)(6) to any pool of debt instru-application in duplicate. The original ap-
taxpayer must: ments the yield on which may be affecteglication must be attached to the tax-
(a) identify the categories of loansby reason of prepayments. In particular, fayer’s timely filed amended federal in-
to which the new method will apply; and 1272(a)(6) now applies to a pool of creditome tax return for the taxpayer’s first
(b) describe any “additional cate-card receivables subject to a grace periddxable year beginning after August 5,
gories” permitted under section 4.03 ofrovision (under which, for example, al997. This amended return must be filed
Rev. Proc. 97-39. credit card issuer does not charge intereso later than April 30, 1999. A copy of
(4) No audit protection.A taxpayer for a billing cycle if the credit card the application must be filed with the na-
does not receive audit protection undesbligor pays off its account balance by &ional office (see section 6.02(6) of this
section 7 of this revenue procedure ispecified date, even though the balance igvenue procedure for the address) no
connection with this change. not due on that date)SeeH.R. Conf. later than when the taxpayer’s amended
.02 Pool of debt instruments. Rep. No. 220, 105th Cong., 1st Sess. 522turn is filed.
(1) Description of change and scape(1997). (A credit card receivable subjec
(a) Applicability. This change ap- to a grace period provision has OID be-gECTION 13. SHORT-TERM
plies to a taxpayer that must change itsause none of the stated interest on the r%—BLlGATIONS (8 1281)
method of accounting for a pool of debteivable is qualified stated interest under g1 |nterest income on short-term
instruments to comply with § 1272(a)(6)8 1.1273-1(c)). obligations.
(as required by § 1004 of the Taxpayer (iii) The holder of a pool of (1) Description of change and scope.
Relief Act of 1997, Pub. L. No. 105-34,credit card receivables subject to a grace (a) This change applies to a tax-
111 Stat. 788, 911), provided the changeeriod provision must accrue OID on thgyayer that wants to change its method of
is for the taxpayer’s first taxable year bepool based on a reasonable assumption ig:counting to comply with § 1281 for in-
ginning after August 5, 1997. garding the timing of the payments by thgerest income on short-term obligations.
(b) Scope limitations inapplicable. obligors of the receivables in the pool. (b) Under § 1281, a holder of cer-
A taxpayer that must make this change ignder §1272(a)(6), it is not reasonablgain short-term obligations, including a
not subject to the scope limitations in sedor a holder to assume that all of theyank as defined in § 581, must include in
tion 4.02 of this revenue procedureobligors will pay their balances by thegross income any accrued interest income
However, if the taxpayer is under examispecified grace period date and, based @h such obligations, regardless of the
nation, before an appeals office, or beforthis assumption, defer the inclusion oholder’s overall method of accounting.
a federal court, the taxpayer must provid®ID until the end of the grace period. IfSection 1281 applies to all types of inter-
a copy of the application to the examininghe payments in the pool occur soon aftefst income, including acquisition dis-
agent(s), appeals officer, or counsel foyear end and before the holder files its tagount, original issue discount (OID), and
the government, as appropriate, at theeturn for the taxable year that includestated interest.SeeS. Rep. No. 99-313,
same time that it files the copy of the apsuch year end, the holder may accrue OIB9th Cong., 2d Sess. 903 (1986), 1986-3
plication with the national office. The ap-based on its actual experience rather thggol. 3) C.B. 903.
plication must contain the name(s) antbased upon a reasonable assumption. If (c) Section 1283(a)(1) generally
telephone number(s) of the examininghe holder does not accrue OID based afefines a short-term obligation as any
agent(s), appeals officer, or counsel foits actual experience, the holder mustond, debenture, note, certificate, or other
the government, as appropriate. make an adjustment to its income for thevidence of indebtedness that matures in
(c) Description. following taxable year to account for anyone year or less from its issue date. A
(i) Under § 1272, the holder of difference between its accrual based onghort-term loan, including a short-term
a debt instrument with original issue disreasonable assumption and its actual elsan made in the ordinary course of the
count (OID) must include in income theperience. taxpayer’s business, is a short-term oblig-
sum of the daily portions of the OID for (2) Additional requirements. ation.
each day during the taxable year on which (a) On a statement attached to the (d) Under 88 1281(a) and 1283(c),
the holder held the instrument. Sectiomapplication, the taxpayer must provide a holder of a short-term obligation subject
1272(a)(6) provides special rules to detedetailed description of the pool(s) of debto § 1281 must include in gross income an
mine the daily portions of OID for certaininstruments and the proposed method (imount equal to the sum of the daily por-
debt instruments subject to prepaymentsluding the prepayment assumption usetibns of the acquisition discount or OID,
Under these rules, the daily portions ofor each pool). whichever is applicable, on the obligation
OID are determined, in part, by taking (b) A taxpayer that, on or beforefor each day during the taxable year that
into account an assumption regarding thiglarch 1, 1999, files its original federalthe obligation is held by the holdeGee
prepayment of principal on the debt inincome tax return for its first taxable yea8 1283(b), as modified by § 1283(c), to
struments. beginning after August 5, 1997, may comeetermine the daily portions of acquisi-
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tion discount or OID. In addition, term loans made in the ordinary course afirdinary course of business. If this

§ 1281(a) requires the holder to include ibusiness to using the cash method for thehange was made on or before November
gross income any stated interest that iaterest. 6, 1995, the Service will not seek to deny
payable on the short-term obligation (b) In Security Bank Minnesota v.cash method banks in the Eighth Circuit

(other than stated interest taken into accommissioner994 F.2d 432 (8th Cir. the use of the cash method on the ground
count to determine the amount of the act993), aff'g 98 T.C. 33 (1992), the U.S.that there was an unauthorized change in
quisition discount or OID) as it accrues. Circuit Court of Appeals for the Eighth method of accounting.

(2) Section 481(a) adjustment pe-Circuit held that § 1281 does not require a  (2) Section 481(a) adjustment pe-
riod. A taxpayer must take the entirecash method bank to include in gross irdod. A taxpayer must take the entire
§ 481(a) adjustment into account in comeome stated interest on short-term loar§ 481(a) adjustment into account in com-
puting taxable income for the year oimade in the ordinary course of business gmiting taxable income for the year of
change. that interest accrues. The Service dighange.

.02 Stated interest on short-term loansagrees with the interpretation of § 1281 in  (3) No ruling protection. If the Ser-
of cash method banks in the Eighth CirSecurity Bank Minnesotand intends to vice is later successful in further litigation
cuit. pursue this issue in other circuits. In lighon this issue in other circuits, or there is a
(1) Description of change and scopeof Security Bank Minnesotdowever, change in law, then cash method banks in
(a) This change applies to a caskash method banks in the Eighth Circuithe Eighth Circuit may be required to use
method bank in the Eighth Circuit thatwill be granted permission to change t@an accrual method of accounting for any
wants to change its method of accountinthe cash method of accounting for statethxable year not barred by the statute of
from accruing stated interest on shortinterest on short-term loans made in thémitations.
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Part IV. Items of General Interest

Hands Across Greene County
Incorporated, Jasonville, IN

Hands and Hearts for Needy Children
Inc., Garner, NC

The following organizations haveHands Inc., Great Falls, MT ,
failed to establish or have been unable fgands of Christ a Duluth Cooperative

maintain their status as public charities or Ministry Inc., Duluth, GA

as operating foundations. Accordingly/12nds on Child Development Inc.,
grantors and contributors may not, after Minneapolis, MN .
this date, rely on previous rulings or desl—_|ands on Memphis Ipc., Me”?ph's' ™
ignations in the Cumulative List of Orga_Hanover Youth Athletic Association,
nizations (Publication 78), or on the pre- Hanover, MA

sumption arising from the filing of notices
under section 508(b) of the Code. Thi
listing doesnotindicate that the organiza- Clanton, AL

tions have lost their status as organiza- :
tions described in section 501(c)(3), eIigiE-Harlem Community Inc., New York, NY

Foundations Status of Certain
Organizations

Announcement 98-112

ﬁarbour House Ministries Incorporated,

ble to receive deductible contributions.

York, NY

Former Public CharitiesThe following Harmon House. Detroit. Ml

organizations (which have been treated
organizations that are not private foundaﬂ
tions described in section 509(a) of th?I
Code) are now classified as private founH

dations:

H C I T, Uniontown, PA

H E L P Center Inc., Monroe, NC

H O S E Alnc., West Allis, WI

H T D Vet Inc., Cedar Hill, MO

H-Town Pony Express, Huntsville, AL

Habitat for Humanities of Palestine
Chapter Inc., Palestine, TX

ﬁarmony House Inc., Madison, WI

armony Ministries Inc., Tulsa, OK
arpazo Inc., Chicago, IL

Harpo Inc., Hunger and Relief Program
of Oklahoma Inc., Crowder, OK

Hartline Hospice Memorial Fund Inc.,
Springfield, MO

Hathaway Ministries Inc., Wooster, OH

Hatznei Leches Charitable Foundation
Charity Through Anonymi, Brooklyn,

Helen and Stuart Over MD Center for
Holistic Living, Santa Barbara, CA

Help & Learn Inc., Jacksonville, TX

Help Feed the Kids Inc., Houston, TX

Help Our Playground Inc., Manasquan,
NJ

Help the Children Inc., Chicago, IL

Helping Electra Local People, Electra,
X

Helping Hand Projects for the Blind,
Joplin, MO

Helping Hands-Hospice of lonia County

Happe Programs for Personal, Rochester, Inc., lonia, Ml

Helping Hands Ministries, Charles Town,
WV

Helping Hands of Cleveland Inc.,
Cleveland, OH

Harlem Volunteer Ambulance Corp., NewHelping Other People Evolve

Successfully Inc., Chicago, IL
Helping Others Pursue Excellence,
Houston, TX
Helping Russian Hospitals Heal,
Annville, PA

arpeth Foundation Inc., Brentwood, TNHelpline Inc., Jonesboro, AR

Hendersonville Youth Football &
Cheerleader Organization Inc.,
Hendersonville, NC

Henry County Child Abuse Prevention
Council Inc., New Castle, IN

Heron Courtney Waddy Memorial
Scholarship Fund, Missouri City, TX

Heureka Center for Disease Prevention

_ " NY
Habitat for Humanity of Greater Garland pyayen House Inc., Colorado Springs, CO and Health Promotion, Willingboro, NJ

Inc., Garland, TX

Haitian Agricultural Renaissance Fund,
Abington, PA

Haitian American Alliance for Progress
Inc., Laurelton, NY

Hajjco Inc., East Orange, NJ

Halcyone Production, Chicago, IL

Hazelnut Project, Seattle, WA

HBHCI Home Corporation, New Port
Richey, FL

Healing Musical Ministries Inc., Fairfax,
VA

Healing Resources, Cleveland Heights,
OH

Hibernian Foundation Inc., Milwaukee,
Wi

High Point Alcohol & Drug Action
Coalition Inc., High Point, NC

Higher Authority Productions Inc., Bal
Harbour, FL

Highland Area Recreation Project Robert

Halifax County-South Boston Sports HallHealth Awareness Inc., Cockeysville, MD ~ Siegel Treasurer, St. Paul, MN

of Fame, South Boston, VA

Hallelujah Voices Inc., Brockton, MA

Hamilton County Economic
Development Foundation, Harrison,
TN

Hamlins Horizon Ministries Inc.,
Phoenix, AZ

Hampton Roads Aids Walk Foundation,
Norfolk, VA

Hancock County Corporation for
Independent Living, Findlay, OH

Hand Foundation of San Antonio, San
Antonio, TX

Handicapped Employee and Learning
Program of New Mexico, Taos, NM
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Health Through Communications
Foundation, La Mesa, CA

Health Van, Fort Collins, CO

Healthcare Education Inc., Melbourne,
FL

Heart to Heart Ministries Inc., Carmel,
IN

Heartfire, Sioux Falls, SD

Heartflight, Albuquerque, NM

Heartland Youth Ministries, Burlington,
1A

Hearts of Peace Inc., Ivorytown, CT

Heavenly High Ministry Fellowship Inc.,
Rockville, MD

Hegman Family Foundation, Edina, MN

46

Highland Park Community Outreach,
Highland Park, Ml

Highlands Ranch Touchdown Club,
Highlands Ranch, CO

Highways & Hedges Outreach, San
Antonio, TX

Hillcat Athletic Booster Club Inc.,
Hillsboro, NH

Hill-Grainger Neighborhood
Revitalization Corporation, Kinston,
NC

Hillsborough Moving Company, Tampa,
FL

Hillsdale Playground Association Inc.,
Hillsdale, NJ
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Hillside Early Childhood Learning
Center Inc., Jackson, MS

Hilton Head Community Foundation,
Hilton Head Island, SC

Hindi Punjabi Samaj of North America
Inc., Wilson, NC

His Majestys Messengers Inc., Laramie,

WYy

Hispanic Community of Great Neck Inc.,

Great Neck, NY

Hispanic Leaders Group of Greater
St. Louis, St. Louis, MO

Hispanic Research League Inc., New
York, NY

Historic Concord Preservation TR,
Concord, NC

Historic Roger Mills Preservation and
Development Foundation Inc.,
Cheyenne, OK

Holy Cross Lutheran Church FoundationHousing for the Homeless Inc., Gary, IN

Inc., Sarasota, FL

Holy Ghost Ministries, Markham, IL

Home Builders Foundation of Western
Mass Inc., Springfield, MA

Homeless Cat Project International,
Yarmouth, ME

Homeless Critters Humane Society in
Pine County Inc., Pine City, MN

Homeless Education & Resource
Organization, Columbia, SC

Homeless Empowerment Relationship
Organization Inc., Flint, Ml

Homeless Enrichment Liaison Program,

Philadelphia, PA
Homeless Helpers Inc., Scottsdale, AZ
Homes for Independent Disabled HID
Inc., Phoenix, AZ
Homesmart, Auburn, ME

Historic Sites & Shipwrecks Restoration Hoot Owl Servants Corporation,

& Preservation SCY Inc., Fort
Lauderdale, FL

Spokane, WA
Hope for the World Foundation Inc.,

Historical Chatham Roseland Englewood Orlando, FL

Westside CDC, Chicago, IL

Historical Society of the Pound, Pound,
VA

HMI Inc., New Orleans, LA

HNC Corporation, Fredericksburg, VA

Hockessin Area Heritage Association,
Hockessin, DE

Holcombe Superstars of Tomorrow,
Houston, TX

Holiness Unto God Ministries-H U G,
Hammond, IN

Holly Annette Davila, Thornton, CO

Holly Coast Retirement Community Inc.,

Holly Ridge, NC

Hollywood for Children Inc., New York,
NY

Hollywood Golf Institute Inc., Detroit,
M

Holmes County Quality of Life
Association, Lexington, MS

Homosexual Education for Latter Day
Saints Parents, Pleasanton, CA

Housing Solutions Inc., New Orleans, LA

Housing Starts Inc., Atlanta, GA

Houston Area Outreach Coalition Inc.,
Houston, TX

Houston Chinese Culture & Art
Foundation Incorporated, Houston, TX

Houston County Visitors Center-Museum
Inc., Crockett, TX

Houston Educational Excellence
Foundation, Houston, TX

Houston Shoes for Needy Children Inc.,
Houston, TX

Howland Team Sports HT S, Warren,
OH

Hudson Community Food Pantry Inc.,
Boston, MA

Hudson River Defense League Inc.,
Nyack, NY

Hugh J. White Chapter Tuskegee Airman
Inc., Clayton, MO

Hugo Community Foundation Inc.,
Hugo, OK

Hulett Community Housing Authority,

Hoosier Gospel Jubilee Inc., Indianapolis, Gillette, WY

IN

Hoosier Hurricanes, Hobart, IN

Hoot N Holler Cloggers Inc., Huntsville,
AL

Hope Orlando Inc., Orlando, FL

Hope Outreach Inc., Dallas, TX

Hope Inc., Ormond Beach, FL

Hope Ministries International, Castle
Rock, CO

Hope Outreach Inc., Macon, GA

Hopeful Expectations Inc., Rolla, MO

Hopkins Park-Pembroke Community
Development Corporation, Hopkins
Park, IL

Hot Steamed Music Festival Inc., Old
Lyme, CT

House of Joseph, N. Kingstown, RI

Home Resource Corporation, Los Osos, House of Myrrh, Tualatin, OR

CA

Homefields, Lancaster, PA

Holy Bible Mission Church, Baltimore,
MD

Holy Cross Community Development
Corporation, New Orleans, LA

1998-51 |.R.B.

House of Nia Purpose, Bellwood, IL

House of Sparrow Outreach Inc.,
Evansville, IN

House of the Morning Star, Austin, TX

Human Outreach Inc., Freeport, NY
Human Resources 2100, Casper, WY
Humanaserv, Midvale, UT
Humble Area Veterans Memorial

Association Inc., Humble, TX
Hunger is Curable Inc., Rockville, MD
Huron Housing Corporation, Sandusky,

OH

If an organization listed above submits
information that warrants the renewal of
its classification as a public charity or as a
private operating foundation, the Internal
Revenue Service will issue a ruling or de-
termination letter with the revised classi-
fication as to foundation status. Grantors
and contributors may thereafter rely upon
such ruling or determination letter as pro-
vided in section 1.509(a)-7 of the Income
Tax Regulations. It is not the practice of
the Service to announce such revised clas-
sification of foundation status in the Inter-

Housing Enterprises and Local Programsial Revenue Bulletin.

Help-Inc., Mars, PA

47

December 21, 1998



Changes to Codes for Roth IRAs on Form 1099-R (Announcement 98-106 Corrected)
Announcement 98-113

Purpose The purpose of this announcement is to advise payers making distributions from Roth IRAs of
changes to the distributions codes on Form 1099-R, Distributions From Pensions, Annuities, Retire-
ment or Profit-Sharing Plans, IRAs, Insurance Contracts, etc.

Background The Internal Revenue Service Restructuring and Reform Act of 1998 (Public Law 105-206)
amended Internal Revenue Code section 408A, dealing with Roth IRAs. Because of these amend-
ments, the Service has concluded that code K, “Distribution from a 1998 Roth conversion IRA in the
first 5 years,” on the 1998 Form 1099—-R may no longer serve its intended purpose. In addition, a
new code for recharacterizations is needed.

1998 Form 1099-R Code K, to be used in box 7 on the 1998 Form 1099-R, is now optional. Payers may choose to use
Code J in box 7 for all distributions from a Roth IRA or Roth conversion IRA. They will meet the re-
guirements of Q/A-B-2 of Notice 98—49, 1998-38 |.R.B. 5, if they use Code J instead of Code K.

1999 Form 1099-R Code K will be eliminated on the 1999 Form 1099—-R. Code J will be changed to “Distribution from
a Roth IRA.” Use Code J when reporting any distribution from a Roth IRA or Roth conversion IRA.
New Code R, “Recharacterized IRA contribution,” will be added to identify a recharacterization of
an IRA contribution.
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare wittamplifiedand of terms is used. For examplaodified
following defined terms to describe theclarified, above). and supersededlescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflished that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undeall prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

E.O—Executive Order. PHC—Personal Holding Company.

AbbreV|at|0nS ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use and for-ER|sA—Employee Retirement Income Security Act.PR—Partner.

merly used will appear in material published in theEX—Executor. PRS—Partnership.

Bulletin.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_Ind'V'duél' FC—Foreign Country. Pub. L—Public Law.
Acq.—Ac.qwescence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
Eﬁ_;?;iérd of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C —Individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.

C.B—Cumulative Bulletin.
CFR—Code of Federal Regulations.
Cl—City.

COOPR—Cooperative.

Ct.D—Court Decision.

CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.

1998-51 |.R.B.

FX—Foreign Corporation.

G.C.M—Chief Counsel’s Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.

P—Parent Corporation.

49

Stat—Statutes at Large.
T—Target Corporation.
T.C—Tax Court.
T.D—Treasury Decision.
TFE—Transferee.
TFR—Transferor.
T.I.R—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.
Y—Corporation.
Z—Corporation.
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